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AMERICAN INSTITUTE OF ACCOUNTANTS 
BOARD OF EXAMINERS 
Examination in Auditing 


MAY 18, 1922, 9 A. M. to 12.30 P. M. 
Answer all questions. 


No. 1 (10 points) : 

In listing the balances from creditors’ ledger (assumed to be 
in agreement with controlling account) you find several debit 
balances. State three causes which may account for these. How 
would you treat cases arising from each cause? 


No. 2 (15 points) : 

(a) Give particulars of the nature of the examination you 
would make of inventories submitted to you as representing 
merchandise and the operating supplies on hand at the date of 
the balance-sheet of a retail grocery business operating a chain 
of stores. 

(b) The company’s sales are on a “cash” basis. The balance- 
sheet shows that the only assets are inventories and cash, the 
inventories representing 90% of the total assets. Would that 
condition suggest to you the need for any special consideration 
as to the extent of the auditor’s examination of the inventories? 


No. 3 (10 points) : 

State in detail how you would audit and verify the notes 
receivable of a large trading corporation with several affiliated 
concerns, giving due attention to collateral, notes discounted, 
makers, etc. 
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No. 4 (10 points) : 

The T. N. T. Corporation is organized October 1, 1921, to 
exploit a new and untried patent. On that date it issues its entire 
capital stock of no par value, 100 shares for cash at $100 a share, 
and 900 shares for the patent, the latter being expressly stated 
in the authorizing resolution as “having no cash value.” Its fiscal 
year is fixed as beginning January Ist, and on December 31, 1921, 
the treasurer makes up the corporation’s first income-tax return 
based on the following: 


BALANCE-SHEET 


$1,000 Capital stock (1,000 shs.) .$100,000 
90,000 
Plant and equipment..... 7,000 
Expenses to date......... 2,000 
$100,000 $100,000 


Across the face of schedule A of the income-tax return the 
treasurer writes: “No business done as yet so there is no net income 
to report.” In schedule B he writes, 


“Patent (25% of stock issued, said stock valued at same 
amount as that sold for cash on same date).......... 22,500 


He submits this return and balance-sheet to you for your 
criticisms. What are they? Give reasons. 


No. 5 (8 points) : 
To what extent is it an auditor’s duty to concern himself with 
the validity of transactions coming under his notice? 


No. 6 (10 points) : 

In making up an income-tax return for a client an auditor 
makes a serious clerical error in calculations. The client files the 
return as made and pays the tax. Two years later the Treasury 
Department. calls attention to the error, and it appears that the 
client has paid a larger tax than he should have paid. What is 
the duty of the auditor in the case? 


No. 7 (10 points) : 
A corporation has insured the life of its president for its own 
benefit and is carrying the amount of premiums paid on its 


402 


| 


American Institute of Accountants’ Examinations 


balance-sheet. What position should an auditor take in regard 
to these premiums ? 


No. 8 (7 points) : 
Explain the points of difference in procedure in a detailed audit 
of earnings and expenses and in a balance-sheet audit. 


No. 9 (10 points) : 

“Net income” of individuals is defined in the income-tax law 
of 1921 as “the gross income as defined in section 213 less the 
deductions allowed by section 214.” Name (in brief titles ignor- 
ing provisos and exceptions) six items of allowable deductions. 
What are some unallowable expenses? 

No. 10 (10 points) : 

The town of X erects a school building from the proceeds of 
bonds issued for the purpose. The building is estimated to last 
twenty years. The bonds also mature in twenty years, and con- 
tain a sinking-fund clause to provide the funds for their payment 
at maturity. The school board makes no provision for depre- 
ciation on the building in the annual tax rate, and a controversy 
arises in the town as to whether or not such provision should be 
made. Discuss briefly both sides of this question. 


Examination in Accounting Theory and Practice 


PART I. 


MAY 18, 1922, 1 P. M. to 6 P. M. 


The candidate must answer the first four questions and one 
other question. 


No. 1 (30 points) : 

A, B, C and D have been in partnership for three years, but, 
a misunderstanding having arisen, negotiations are in progress 
with intent to induce D to withdraw. The articles of partnership 
provide that the partners shall not be allowed any salaries but 
shall be permitted to make cash drawings of $175.00 monthly. 
These amounts were drawn the first year. Then, by mutual 
consent, the drawings were increased the second year to $200.00 
each and the third year to $225.00 each. 
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You are called upon to determine the amount to which D will 
be entitled if he decides to withdraw ; and, in your examination of 
the books, you find the following facts which have not previously 
been brought to the attention of the partners. 

The bookkeeper has charged the drawings to profit-and-loss, 
has not provided reserves for depreciation or bad debts; and it 
is now agreed that proper adjustment shall be made of these 
particular items. 

An analysis discloses the following facts with regard to bad 


debt losses: 


First Second Third 
year year year Total 


Losses charged off as ascertained.... $139.50 $378.60 $489.75 $1,007.85 
Reserve which should be set up at the 


Losses which arose from sales in 
523.60 436.95 663.15 1,623.70 


Annual depreciation is agreed upon at the rate of 5% of the 
cost of the buildings and at the rate of 10% of the cost of the 
furniture and fixtures which have appeared on the books with 


the following balances: 
Furniture and 


Buildings fixtures 
Beginning of first year ............... $5,400.00 $ 950.00 
Beginning of second year ............ 5,950.00 1,075.00 
Beginning of third year .............. 6,200.00 1,215.00 


The profits as ascertained have been credited to the partners’ 
capital accounts in the agreed profit-and-loss ratios, and no other 
entries have been made in these accounts. 


The following is an abstract of the capitals: 


A B D 
Capitals, beginning of first year.. $5,000.00 $8,000.00 $12,000.00 $15,000.00 
486.00 972.00 1,458.00 1,944.00 
Capitals, beginning of second year $5,486.00 $8,972.00 $13,458.00 $16,944.00 
Profits, second year ........... 685.20 1,142.00 1,827.20 2,055.60 
Capitals, beginning of third year.. $6,171.20 $10,114.00 $15,285.20 $18,999.60 
822.25 1,391.50 2,087.25 2,024.00 
Capitals, end of third year ...... $6,993.45 $11,505.50 $17,372.45 $21,023.60 


The partnership articles provide that in the event of the with- 
drawal of any partner by mutual consent at the end of any year, 
the goodwill of the partnership shall be valued at 114 years’ 
purchase of the profits of the last year in excess of 6% of the 
total capital at the beginning of that year. 
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Show what amount D will be entitled to receive if he 
withdraws. 


No. 2 (27 points) : 

You are called upon to prepare an adjusted statement of the 
surplus of the Washburn Manufacturing Company at December 
31, 1918, and of the profits for 1919, 1920 and 1921. 

The surplus account on the company’s books appears as 
follows: 


SurRPLus 
Dividends, 1919 ....... $40,000.00 Balance, Dec. 31, 1918. .$235,000.00 
Balance, Dec. 31, 1921.. 331,300.00 + 48,000.00 
$426,300.00 $426,300.00 


The company has not provided for accruals and deferred items 
in closing its books and has ignored the following items at the 
various dates of closing: 

Deferred Deferred Accrued Accrued 


charges income expenses income 

December, 31, 1918 ...... $2,125.00 _.......... $5,200.00 $475.00 
3,100.00 $1,250.00 6,120.00 290.00 


In closing the books the inventories were priced at cost or 
market, whichever was lower, and, in addition, reserves for 
possible future declines in market value were set up as follows: 


Each reserve was set up by a charge to profit-and-loss and 
remained on the books until the next closing, when it was credited 
to the account with the opening inventory. The reserve set up 
at the end of 1921 is still on the books. 

Consigned goods have been included in the inventories at 
billed price. The company has billed all goods sent to consignees 
at 130% of cost. The following consigned goods inventories 
have been included: 


At December 31, 1919 ............0.000. $15,600.00 


Prepare a corrected statement of the surplus account from 
December 31, 1918, to December 31, 1921. 
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No. 3 (10 points) : 

A corporation issued $100,000.00 of 6% preferred stock on 
January 1, 1921, with a sinking-fund provision requiring that 
there shall be redeemed each year out of profits an amount of stock 
equal to 20% of the profits of the preceding year. The company 
is not to pay more than 105 for the stock, and any money in the 
fund which cannot be used to acquire stock at 105 or less is to 
remain in the fund until purchases can be made. 

During 1921 the company made a profit of $29,000.00, and in 
January, 1922, it created the fund in accordance with the pro- 
visions of the stock issue. During February it purchased and 
retired 56 shares of preferred stock at 103. 

Give entries for the establishment of the fund and the purchase 
and retirement of the stock. 

Explain the difference between the operation of a sinking 
fund for bonds and a sinking fund for stock. 

State whether you think it is obligatory for the corporation to 
set up a sinking-fund reserve in conjunction with a preferred stock 
sinking fund. If you think that the reserve is not obligatory, 
state whether or not it is advisable, giving your reasons. 

If a reserve is created, state what entry is made to establish 
the reserve and what disposition may eventually be made of it. 


No. 4 (10 points) : 

In consolidating the statements of a foreign branch with the 
statements of the home office, it is necessary to make conversions 
from foreign to domestic currency. At what rates should the 
balances of the following accounts be converted? Give your 
reasons. 

Fixed assets. 

Inventories at the beginning of the period. 
Current assets. 

Current liabilities. 

Nominal accounts. 


No. 5 (23 points) : 


The A Company’s balance-sheet at December 31, 1921, con- 
tained the following accounts: 


Treasury stock (50 shares—par 100) cost ............e.e0e- 7,500.00 
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Capital surplus (from appraiser’s revaluation of fixed assets) 4,500.00 
7 00 


Premium on stock (issued at 110) .............0cceeceeecece ,000. 
Reserve for OF 20,000.00 


On the same date the B Company bought 90% of the out- 
standing stock at 170 and acquired the treasury stock and the 
unissued stock at 150. 

Compute, for consolidated balance-sheet purposes, the goodwill 
arising from the transactions. 


(ACTUARIAL) 
No. 6 (23 points) : 

A music house sells pianos on the instalment plan, receiving 
monthly payments. Pianos cost $600.00 and are sold for $900.00. 
Interest at 6% a year or %% a month is charged on unpaid 
balances of the purchase price. Income each year is computed 
by taking such a proportion of the total profit as the collections 
on principal during the year bear to the $900.00 selling price. In 
addition, income is credited with interest collected and accrued 
during the year. 

A piano is sold August 16, 1921. An initial payment of $50.00 
is received and the purchaser agrees to pay the balance in 30 
equal monthly instalments, payable on the 16th of each month, 
beginning September 16, 1921. These equal monthly payments 
are to be applied first to the interest accrued during the month 
and second to the principal. As the interest will decrease each 
month, the payment on principal will increase. 


(a) Compute the monthly payment to be made. (The present 
value of $1.00 due 30 periods hence at %24% per period 
is $.8610297.) 


(b) Set up a table with the following columns: 


D Payments Balance of 
ate Total | Interest | Principal Principal 


Enter the payments received in August, September, October, 
November and December and show the balance unpaid at 
December 16, 1921. 


(c) State the total credit to income during 1921, including 
profit on sale and interest. 
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Examination in Commercial Law 


MAY 19, 1922, 9 A. M. to 12.30 P. M. 
Give reasons for all answers. 
NEGOTIABLE INSTRUMENTS 
Answer three of the following four questions: 


No. 1 (10 points) : 
To what requirements must an instrument conform to render 
it negotiable ? 


No. 2 (10 points) : 
How is a person secondarily liable on a negotiable instrument 
discharged from liability? 


No. 3 (10 points) : 
What is the effect of a material alteration of a negotiable 
instrument and what constitutes a material alteration? 


No. 4 (10 points) : 

Rowe, private secretary for Foster, brought to Foster a 
cheque for signature payable to cash. The cheque was made out 
in figures for $50.00, but no worcs were inserted in the space 
left for writing. Rowe raised the cheque to $500.00, which 
Foster’s bank paid. Was the bank liable? 


CONTRACTS 
Answer two of the following three questions: 
No. 5 (16 points) : 
Define (a) a bailment, (b) a conditional sale. 


No. 6 (10 points) : 

A, in Chicago, sold certain goods to B in Boston. The goods 
were shipped to B by express. After shipment, and while the 
goods were in the possession of the express company, A ascer- 
tained that B was insolvent and unable to pay for his purchase. 
A notified the agent of the express company at Boston, in whose 
custody the goods were, to withhold delivery to B and to return 
the goods to A. The goods were, however, delivered to B upon 
his payment of the express charges. A sued the express company 
for conversion. Could he recover? 
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No. 7 (10 points) : 
What is meant (a) by the words “substantial performance” 
as applied to contracts; (b) by the term “quantum meruit”? 


PARTNERSHIPS 
Answer one of the following two questions: 
No. 8 (10 points) : 
X acquired the interest of A in the copartnership of A and B 
by purchase at a sale under execution issued on a judgment 
against A individually. Subsequently A and B gave a chattel 


mortgage on firm property to Y, a firm creditor. Were X’s rights 
in the property superior to Y’s or vice versa? 


No. 9 (10 points) : 
What is a limited partnership ? 


CORPORATIONS 
Answer both the following questions: 
No. 10 (10 points) : 

A corporation is formed in Delaware which is empowered 
by its charter or certificate of incorporation to do business in 
all states of the United States. Specify what steps in general 
should be taken by the corporation before operating in states 
other than Delaware and what would be the result, if any, of 
failure to take such steps? 

No. 11 (10 points) : 

Is there any distinction between the “capital” and the “capital 

stock” of a corporation, and if so, explain such distinction. 


BANKRUPTCY 
Answer the following question: 
No. 12 (10 points) : 
What is the difference between a receiver in bankruptcy and 
a trustee in bankruptcy? 
FEDERAL INCOME TAX 
Answer the following question: 
No. 13 (10 points) : 
Explain the meaning of depreciation and of depletion as used 
in the federal income-tax act. 
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Examination in Accounting Theory and Practice 
PART II. 


MAY 19, 1922, 1 P. M. to 6 P. M. 


The candidate must answer the first four questions and one 
other question. 
No. 1 (30 points) : 

The K&L Motors Company,a close corporation, whose records 
show assets amounting to $9,090, exclusive of goodwill, and 
liabilities of $3,330, is reorganized with an authorized capital 
stock of $500,000, $100,000 of which is issued to the stock- 
holders of the old company in lieu of their present holdings, the 
balance to be issued as circumstances warrant. 

The company (reorganized) commences business on the first 
day of March, 1920, under new management—transferring the 
balances noted above—and begins to dispose of its capital stock 
at a sacrifice in order to provide working capital. The funds 
provided by this means are expended quite freely in an attempt 
to exploit the business. At the end of the period of nine months 
(November 30, 1920), the sales of capital stock having fallen off 
considerably, the company is in difficulty. 

The balances on the books at this date are as follows: 


Dr. Cr. 
$3,959 
Demonstration equipment 1,550 
Material and parts inventory, commencement. . 1,911 
Office furniture and fixtures ................ 1,611 
Petty exectttive Office 153 
17 
Insurance premiums unexpired .............. 429 
Royalties due and unpaid ...................-- 564 
500 
Commissions due and unpaid ................. 265 
Capital stock authorized ..................4. 500,000 
Contract orders outstanding ................. $8,792 
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Dr. Cr 

Purchases: 

Material and parts for tractors ............. $63,369 

Material and parts for trailers .............. 351 

Material and parts for 5th-wheel tractors .... 6,970 

Material and parts for repairs .............. 714 
P — and parts for power belt attachment. 27 

ales: 

64,350 

974 
1,419 
Maintenance, equipment 316 
82 
7,842 
Collections and exchanges ...........e+eeeees 44 
750 
Advances against commissions .............. 685 
Incidentals, manufacturing ................-. 1,800 
Incidentals, sales department 714 


The inventories as at November 30, 1920, were: 
Material and parts: 


For farm tractors and miscellaneous ...... $29,234 

$40,026 


The management, realizing that a heavy loss has been sus- 
tained, conceives the idea of capitalizing a large portion of its 
expenses in order to make a more favorable statement to present 
to its bank in an application for a loan, and the bookkeeper is 
instructed to make the journal entry as follows: 
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NoveMBER 30, 1920 


To sundries: 
Reorganization expenses $1,760 
3,500 
Maintenance, equipment .................... 273 
Collections and exchanges ................... 14 
Incidentals, manufacturing .................. 1,619 
Incidentals, sales department ................ 40 
Telephone and telegrams .................... 376 
1,522 
Discounts and allowances .............+.+2++: 409 


“Transferring the foregoing expense accounts respectively 
maintained to and including September 30, 1920, to foundation 
account, said expenses being incurred in the establishment of the 
Forma-Tractor, etc., on ‘the market,’ the effectiveness thereof 
being apparent from October 1, 1920, in the marked increase of 
sales as shown by the books.” 

An accountant is then asked to prepare balance-sheet and 
operating account from the adjusted trial balance and to certify 
thereto. He prepares the statements as requested but refuses a 
certificate, giving his reasons, although the management contends 
that it is justified in its request and cites two instances in which 
requests under similar conditions received favorable consideration. 
The accountant, however, presenting facts in his report, takes 
occasion to refer to the increase of sales during the last two months 
as probably the result of the expenditures in “pioneering.” 

You are asked to prepare the statements, balance-sheet and 
operating account, giving particular attention to the proper classi- 
fication in each and to comment briefly upon the attitude of the 
accountant and the contention of the management. 


Note—Do not waste time in making unnecessary transcripts 
of lists of balances placed before you. 
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No. 2 (27 points) : 

A. B. and members of his family own all the capital stock of 
the A. B. Manufacturing Co. They have entered into an agree- 
ment with C. D. whereby he is to form a new corporation—the 
C. D. Company, Inc.—which will acquire the A. B. Manufac- 
turing Co., taking over its assets and assuming its liabilities. The 
A. B. Manufacturing Co’s balance-sheet appears as follows: 


ASSETS 

Plant, less depreciation (book value) ............. $1,000,000.00 
Deferred charges (insurance, etc.) ..............65 5,000.00 

$1,855,000.00 

LIABILITIES 

Accounts payable and accruals ................0+. 250,000.00 


$1,855,000.00 


The terms of the agreement are: 
(1) For their present holdings and surplus of the A. B. 


(2) 


(3) 


Manufacturing Co., A. B. and his family shall receive 
common stock and 7 per cent. preferred stock in equal 
amounts at par. The present holdings and surplus of the 
A. B. Manufacturing Co. shall be determined by an exam- 
ination to be made by a certified public accountant, after 
substituting for the book value of the plant the appraised 
value of $1,375,000. 


A. B. and his family are also to receive shares of com- 
mon stock of $100 each par value for the goodwill, which 
is to be considered as equivalent to three times the 
average annual net profits of the previous five years 
before charging interest and taxes. 


C. D. is to subscribe for $500,000.00 of twenty-year bonds 
of the new corporation to be issued at 95 net to the cor- 
poration, the discount to be capitalized and to be amor- 
tized over the life of the bonds. 
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(4) The expenses of the organization of the new corporation 
are to be borne by it and are to be capitalized temporarily 
and written off during the next three years. 


The profits, as adjusted by the auditor, were: 


80,000.00 
135,000.00 


and the necessity was reported for (1) a reserve for bad and 
doubtful accounts of $12,000.00; (2) a reduction in the amount 
of inventories of $24,000.00 for obsolete stock, errors, etc., and 
(3) an increase cf $1,500.00 accounts payable for expense invoices 
not recorded. 


Prepare a statement in columnar form showing: 

(a) The balance-sheet of the A. B. Manufacturing Co. as 
shown above without adjustments, 

(b) The adjustments and financing in accordance with the 
contractual arrangements, and 

(c) The balance-sheet of the C. D. Company, Inc., after 
giving effect to all adjustments and financing required 
under the contractual arrangements. 


No. 3 (10 points) : 

An expression of your opinion is desired regarding the fol- 
lowing: 

Is it legal or sound business policy under any conditions for 
a corporation to declare a dividend out of current earnings while 
its capital is impaired ? 

Is it ever justifiable to pay dividends with borrowed money? 


No. 4 (10 points) : 

What is the significance of the item on the assets side of a 
balance-sheet usually described as “prepaid or deferred charges” 
and of that on the liabilities side as “wages or other expenses 
accrued”’? 

No. 5 (23 points) : 

The X Corporation, under contract, furnishes the M Company 
part of its raw material. This contract at expiration will not be 
renewed. The M Company, unable to purchase this particular 
material elsewhere, decides to buy an unused plant and to equip 
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it with the necessary machinery with which to produce the 
required material. 

To help finance this purchase and to acquire enough raw 
material for the new plant, the company borrows from its bankers 
$25,000.00 prior to December 31, 1919, and $175,000.00 during 
1920. Of this amount $45,000.00 has been repaid in 1920, leaving 
a balance of $155,000.00 due the bankers on December 31, 1920. 

This loan has been in the form of short-term notes which are 
renewed from time to time. 

On December 31, 1920, the bankers suggest to the M Company 
that, inasmuch as the loan was principally invested in the fixed 
assets of the company, it should be converted into a mortgage 
bond issue. 

The M Company, which is a close corporation, feels that, while 
the loan did help finance the plant purchase, it is now practically 
financing their current operations and the company wishes you 
to use the two accompanying balance-sheets and other informa- 
tion derived therefrom to formulate a report which it may present 
to its bankers in support of its views. 

Prepare such statements as you think necessary and draft a 
letter explaining how such statements support the views of the 
M Company. 


Tue M Company 
BALANCE-SHEET—DECEMBER 31, 1919 AND 1920 


ASSETS December 31, 
1919 1920 

Machinery and equipment .......... 82,000.00 101,000.00 

$576,350.00 $856,300.00 

LIABILITIES 

Accrued federal taxes* ............ 4,300.00 26,800.00 
Notes payable—banks .............. 25,000.00 155,000.00 
Reserve for depreciation ........... 37,200.00 42,510.00 
400,000.00 400,000.00 


$576,350.00 $856,300.00 


* Federal taxes were computed and charged against profits before closing 
the books each year. 
+ No dividends were paid in 1920. 
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No. 6 (23 points) : 
An audit of a set of accounts in order to determine the true 
profits for the years 1920 and 1921 revealed the following: 


On the books of the home office, the account “branch office 
account current” showed a debit balance of $12,250.00 at 
December 31, 1920, which was erroneously written off to profit- 
and-loss. At December 31, 1921, a credit balance of $2,050.00 
was shown and this also was transferred to profit-and-loss. 

An examination of the branch office records disclosed the 
keeping of asset and liability as well as revenue and expense 
accounts, and a balance-sheet, as at December 31, 1920, showed 
a net worth of $17,700.00 credited to the home office. Another 
balance-sheet, as at December 31, 1921, showed a net worth of 
$8,500.00. 

Before the closing of revenue and expense accounts for 1920, 
the relative accounts on both home office and branch books were 
in agreement, except that a draft of $1,500.00 drawn and recorded 
by the branch in 1920 was paid and recorded by the home office 
in 1921. 

The results of the closing of the branch office accounts had 
not been recorded on the home office books. 


Make required adjustments and state: 

(a) What effect said adjustments would have on the profit 
showing for each of the years 1920 and 1921 on the 
home office books and 

(b) What correction is necessitated in the amount of invested 
capital, December 31, 1920. 


416 


Treatment of Redemption Funds* 


By J. Jackson 


Fundamental to modern accounting, and particularly to our 
concept of the modern balance-sheet, is the realization that in 
business everything of value, tangible or intangible, is claimed by 
somebody. Thus, in any balance-sheet, the items and amounts 
appearing under the caption Liabilities, or Liabilities and Capital, 
explain these claims on the assets appearing in the same balance- 
sheet. These claims, furthermore, are of different degrees and 
kinds and, at least from a legal standpoint, of varying priorities 
and maturities. In ordinary accounting parlance some of these 
claims are represented by proprietorship, some by funded debt 
or other long-term indebtedness and some by current audited 
vouchers and by notes and accounts payable. The total claims 
upon the assets, then, are represented by internal claims, or those 
of the proprietors, and by external claims, or those of creditors. 


Borrowing and its Relation to Business. 


Borrowing, or the creation of external claims, has long been 
recognized by authorities on corporate financing as an aid to the 
greatest business success. Proprietors borrow money in order 
that they may engage in business on a larger scale and that thereby 
they may make a greater return on their own capital invested. But 
to do this they undergo the disadvantage that they must assume 
the greater risk—in good years a return upon the entire working 
capital greater than the rate of interest paid upon the borrowings 
means a still greater return upon the proprietors’ own investment, 
whereas in poor years the interest upon borrowed funds must be 
met, whether or not there is anything left for the proprietors. 
“This expectation of greater gain,” says Lyons in his Corporation 
Finance, “furnishes the regular business reason for borrowing.” 
However, many proprietors continually fail to recognize the 
dangers of over-borrowing, which so many times has proved a 
disaster rather than a benefit to an enterprise. 

In the case of a corporation, at least as a general rule, the 
real proprietors are the common stockholders. Preferred stock- 
holders usually and all other claimholders—from first mortgage 
bondholders to unsecured trade creditors—always take “shelter 
under the protection of the equity of the invested capital of the 


*A paper read before the regional meeting of the American Institute of Accountants 
at Cleveland, Ohio, May 6, 1922. 
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common shareholders, and the common shareholder takes advan- 
tage of the protection he offers by his capital to get other funds 
into the business on terms that he expects will make his own 
capital more profitable than it would be otherwise.” But along 
with the desirability of adding borrowed funds to one’s own funds 
comes the task—unpleasant as it may be—of paying or otherwise 
satisfying the claims of all such creditors. Whether the claims 
must be met shortly, and therefore from current receipts, or 
whether they are payable in the more distant future is not so 
much a matter of principle as of procedure—the fact remains that 
through some process or other all claims must be satisfied. In 
the case of current indebtedness, representing, let us say, trade 
notes and accounts payable (including accruals, provision for 
federal taxes, etc.), we shall assume for the purposes of this 
paper that these are satisfied as they become due by receipts from 
day-to-day operations or, in any case, that they do not require 
the building up of any special fund for their payment. At worst 
such current obligations may be converted into long-term indebted- 
ness, a thing which has been done recently by the American Sugar 
Refining Co. and by a number of other companies. Long-term 
indebtedness, on the other hand, usually requires special provision 
for its payment or for otherwise satisfying it at maturity. 

Long-term indebtedness, whether it be one or several of the 
many types of bonded debt or whether it be in the form of 
ordinary non-voting and callable preferred stock, is incurred 
usually for the purpose of acquiring additional capital or earning 
assets. These capital assets, in turn, are expected to earn sufficient 
to meet the actual expenses of operating them, to repay the bor- 
rowers for the additional risk assumed, and, many times, to make 
possible the repayment of the debt from the earnings. As is well 
known, the common stockholders often succeed in further reducing 
their risk by issuing income bonds or non-cumulative preferred 
stock. But, in any case, through the excess earning power of the 
assets acquired by means of the funds obtained from these several 
sources, the borrower will attempt to provide for the retirement, 
in part or in whole, of the indebtedness he has incurred. 


Provision for Debt Redemption. 

Occasionally the provision for retiring bonded debt or pre- 
ferred stock may be voluntary on the part of the common stock- 
holders or proprietors, but more often a specific provision regard- 
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ing such retirement is included in the indenture of trust or in the 
preferred stock agreement. Most bonds, at least those of more 
recent years, contain a provision which enables the company to 
pay them before maturity. In addition to being able to call or 
refund the whole issue before maturity, many bonds, mortgages 
or debentures further provide that the issuing corporation shall 
redeem or provide for the redemption of a proportion of the 
outstanding issue each year. This facilitates the ultimate redemp- 
tion of the issue at maturity and continually increases the apparent 
security from the viewpoint of the investor, besides furnishing 
assurance at all times of a market for his bonds. 

Likewise, many issues of preferred stock in more recent years 
provide in the agreement that the directors of the corporation 
may or must redeem them. This may become very important, 
from a financing standpoint, particularly when the preferred stock 
possesses voting rights and when there is a struggle between 
conflicting interests for control. The most notable case of this 
kind, perhaps, was the dramatic struggle in 1901 between E. H. 
Harriman and James }. Hill for the rail control of the northwest. 
The Harriman-Kuhn, Loeb syndicate endeavored to obtain control 
of the Northern Pacific railroad. At this time there were out- 
standing $80,000,000 of common stock and $75,000,000 of voting 
and callable preferred stock. Hill and Morgan owned $26,000,000 
of the common stock. The Harriman group bought into Northern 
Pacific until they owned $37,000,000 common and $42,000,000 
preferred stock, or $1,500,000 more than one-half of all the out- 
standing and voting stock of the road. The Hill-Morgan interests 
bought further into the road until they owned $42,000,000 of the 
common stock, or $2,000,000 more than one-half of the $80,000,000 
common stock outstanding. Since the preferred stock, on vote 
of the common stock, was callable at par up to January, 1917, 
the Hill interests voted to redeem all the preferred stock issue. 
The Harriman crowd, as a result of their contest, got one repre- 
sentative only on the Northern Pacific board of directors. 

The Southern Pacific Co. also had an issue of approximately 
$75,000,000 7% preferred stock, redeemable at the option of the 
company at any time between July, 1905, and July, 1910. The 
stock was redeemed in July, 1909. Examples of other issues of 
redeemable preferred stock are listed below. Only a few of the 
more important and better known issues are given. 
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Price at which Amount of issue 


Description of securities redeemable 
Erie R.R. Ist pfd. 4% non-cum. ............. Par 
Erie R.R. 2nd pfd. 4% non-cum. ............. Par 
Advance-Rumely Co. 6% cum. pfd. ......... $105.00 
American Cotton Oil Co. 6% non-cum. pfd. .. 105.00 
American Steel Foundries 7% cum. pfd. ...... 110.00 
Armour & Co. 7% cum. pfd. ..............66. 115.00 
Atlantic Refining Co. 7% cum. pfd. ......... 115.00 
Atlantic, Gulf & W. I. S.S. lines 5% non- 

Baldwin Locomotive Works 7% cum. pfd. .... 125.00 
Bethlehem Steel Corp. 8% cum. pfd. ........ 115.00 
Borden’s Condensed Milk Co. 6% cum. pfd... 110.00 
Brown Shoe Co. 7% cum. pfd. ............... 120.00 
Cluett, Peabody & Co., inc., 7% cum. pfd. .... 125.00 
Cuba Cane Sugar Corp. 7% cum. pfd. ....... 120.00 
Dominion Steel Corp., Itd., 6% pfd. .......... 110.00 
Du Pont, E. I., de Nemours & Co., inc., 

Emerson, Brantingham Co. 7% cum. pfd. .... 115.00 
Endicott Johnson Corp. 7% cum. pfd. ........ 125.00 
Famous Players-Lasky Corp. 8% cum. pfd. ... 120.00 


Firestone Tire & Rub. Co. 6% & 7% cum. pfd. 110.00 


General Asphalt Co. 5% pfd. ................ 110.00 
General Motors Corp. 6% cum. pfd. ......... 110.00 
General Motors Corp. 6% cum. deb. ......... 115.00 
General Motors Corp. 7% cum. deb. ......... 120.00 
General Petroleum Corp. 7% cum. pfd. ...... Par 
Goodrich, B. F., Co. 7% cum. pfd. ........... 125.00 
Goodyear Tire & Rubber Co. 8% cum. pfd. .. 110.00 
Goodyear Tire & Rubber Co. 7% cum. pfd. .. 110.00 
Miller Rubber Co. 8% cum. pfd. ........ 102.50-107.50 
Packard Motor Car Co. 7% cum. pfd. ....... 110.00 
Pierce Oil Corp. 8% cum. pfd. ............... 115.00 
Pittsburgh Steel Co. 7% cum. pfd. .......... 120.00 
Sherwin-Williams Co. 7% cum. pfd. ........ 105.00 
Standard Oil Co. (N. J.) 7% cum. pfd. ...... 115.00 
Steel & Tube Co. of America 7% cum. pfd. .. 110.00 


United Drug Co. 7% cum. pfd. ($50.00 par) .. 60.00 


Wm. Whiteman Co., inc., 7% cum. pfd. ...... 110.00 
Wickwire Spencer Steel Corp. 8% cum. pfd. .. 110.00 
Willys Corp. (7% and 8% cum.) pfd. ....... 110.00 
Willys Overland Co. 7% cum. pfd. .......... 110.00 
Wilson & Co., inc., 7% cum. pfd. ............ 125.00 
Woolworth, F. W., Co. 7% cum. pfd. ........ 125.00 
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outstanding 


$47,892,400.00 
16,000,000.00 
12,500,000.00 
14,562,300.00 
8,481,300.00 
50,670,300.00 
20,000,000.00 


13,742,900.00 
20,000,000.00 
30,000,000.00 
7,500,000.00 
5,262,500.00 
8,482,000.00 
50,000,000.00 
7,000,000.00 


70,629,050.00 
12,170,500.00 
14,550,000.00 
9,650,000.00 
20,000,000.00 
7,541,100.00 
16,183,400.00 
56,366,900.00 
25,153,500.00 
3,212,200.00 
37,224,000.00 
30,342,000.00 
65,082,600.00 
40,000,000.00 
15,223,500.00 
15,000,000.00 
10,500,000.00 
15,000,000.00 
196,676,000.00 
17,500,000.00 
16,321,900.00 
7,500,000.00 
7,500,000.00 
25,000,000.00 
22,049,500.00 
10,718,900.00 
12,000,000.00 
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Practically all these issues are callable, in whole or in part, 
on any dividend date, upon thirty to ninety days’ notice; and 
these are typical of many other issues listed in the investors’ 
manuals. Of the forty-two industrial issues listed above, fourteen 
are callable at $110 a share, seven each are callable at $115 and at 
$125 a share, six at $120 a share, three at $105 a share, four at 
par, while one issue has varying redemption prices dependent 
upon the date of retirement. 


Preferred Stocks Usually Callable. 


Professor Dewing, in his Financial Policy of Corporations, 
states that “nearly all the preferred stock of public service com- 
panies issued since 1908 contains a provision for redemption,” 
and this provision is becoming more common each year. In an 
exhaustive tabulation prepared in 1916 by Professor Dewing he 
showed that of forty-one railroad preferred stocks listed on the 
New York stock exchange, nine only, or 22 per cent., could be 
retired by the company. Of eighty-seven listed preferred stocks 
of industrials, thirty-one, or 35.7 per cent., could be retired. Of 
approximately forty public service preferred stocks, representing 
most of the large holding companies, and many of them unlisted, 
nearly every one was callable. A summary, prepared under the 
direction of the author, from the issues of the Commercial and 
Financial Chronicle, indicates that during the first three months 
of 1920 thirty-four industrial issues of redeemable preferred 
stock, aggregating $108,660,000, were offered by investment 
bankers and thesc did not include subscription rights offered 
directly to stockholders. During 1920 and 1921 more than 
$250,000,000 of such securities were offered, including: 

47 issues, which were callable but did not specifically provide 

, for sinking funds, and aggregating (par) $64,252,900; 
an 


92 issues which were callable, and specifically provided sinking 
funds for redemption, and aggregating (par) $190,158,000. 


There has been, during the last few years, a very marked 
tendency, particularly so because of high money rates, to make 
all or nearly all preferred stock issues callable, although, as 
Professor Dewing points out, this tendency has been developing 
during approximately two decades. Nearly 93 per cent. of all 
preferred stock issues since the armistice provide for some method 
of redemption. 
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Since corporation proprietors or the common stockholders are 
becoming “more conscious of the shifting sands upon which 
financial structures are reared,” they do not desire to permit any 
prior liens to pass entirely beyond recall. From the standpoint 
of financing, the right of call or the redemption privilege also 
lessens by just so much the influence of any prior lien holder in 
the affairs of the company. This right, as stated above, is one 
covered by contract and is usually very specific and exact in its 
provisions. Thus, occasionally an issue of preferred stock is 
callable only as a whole or an issue of bonds is not callable before 
the date of maturity, but these provisions are not those most 
commonly found. Many times both bonds and preferred stocks 
are redeemable in whole or in part at any interest or dividend 
date upon thirty or sixty days’ published or written notice and at 
prices ranging from par to 125 per cert. of the face value of the 
debt redeemed. 


The Methods of Debt Redemption. 

We may now take up directly the redemption or satisfaction 
in some other way (probably a case of refunding) of these debts. 
It is well in the first place to observe that the discharge of 
liabilities involves: 

(a) A corresponding reduction in assets, or 
(b) The accumulation of other liabilities, or 
(c) An increase in surplus, or proprietorship. 

Sir Arthur Lowes Dickinson, in his Accounting Practice and 
Procedure, states that “a reduction in current assets or the 
accumulation of other liabilities as a substitute for bonded indebt- 
edness is clearly objectionable, and it is therefore desirable that 
the amount applied each year to sinking-fund (debt extinguish- 
ment) purposes should be offset by the retention in the business 
of a corresponding amount of profit. . . .” With this statement 
we believe all students of the subject will be in hearty accord; 
and in practice it is not unusual to retain in the business, as special 
reserves or in some other form, an amount of profit sufficient for 
sinking-fund or debt-extinguishment purposes. It is with these 
matters that we shall now concern ourselves. 

Several methods of bond and preferred stock redemption have 
long been known, each method possessing certain advantages and 
as well certain disadvantages. It is not the purpose or function 
of this paper to discuss these in detail, for volumes in the field of 
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corporation finance have been written regarding methods of 
redeeming or otherwise satisfying long-term indebtedness. We 
shall here merely recite the more common methods and comment 
briefly upon them: 


(A) The borrowing company may be allowed by the contract 
to redeem the bonds only at the maturity of the issue or to call 
the preferred stock only as a whole. In such case the debtor may 
provide for the ultimate redemption 

(a) By building up a special redemption or sinking fund 
and by investing it in safe and marketable securities, which 
would be readily convertible into cash and therefore imme- 
diately available for the redemption of the outstanding prior- 
lien indebtedness, or 

(b) By depositing the funds with a trustee—the more 
common and probable method—with investments made as in 
(a) above. 

Both these methods are objectionable, because of the risk 
involved in making such investments, and because of an income 
yield lower, oftentimes much lower, than the income yield 
obtainable from investment in the business itself, and lower 
than the interest or dividend rate on the debt outstanding. 

(c) In the case of bond issues, the borrowing company 
may not desire to redeem the bonds and so may satisfy the 
specific indebtedness by refunding the entire issue, no fund 
nor any other redemption provision having been made. Simi- 
larly, in the case of preferred stock, the stock need never be 
called if such is not specifically required by the preferred 
stock agreement, and thus the indebtedness would be technically 
satisfied even though no reduction would be made in the prior- 
claim liabilities of the borrowing corporation. 

(B) The borrowing company may call, ordinarily by lot and 
periodically or when desired, upon published or written notice, a 
given amount of the issue which is being amortized. Under this 
method the provisions for the redemption fund will ordinarily be 
used at once to retire the bonds or preferred stock of the debtor 
corporation, the securities to be purchased in the open market or 
by call at a price determined upon in the agreement. This method 
eliminates both the danger of loss of principal and the loss of 
income which is practically certain to accompany method (A) 
discussed above, and it is, therefore, usually recommended as the 
most desirable and satisfactory method of redeeming bond v. 
preferred stock liabilities. Whether the securities purchased shall 
be canceled or shall be kept alive in the redemption or sinking 
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fund is immaterial for the purposes of this discussion. The only 
difference in the accounts and in the statement of the balance- 
sheet would be that if the redeemed securities were immediately 
canceled the par value of the canceled items would be deducted 
from the bonded debt or from the outstanding preferred stock, 
and the amount of these liabilities would be reduced in the balance- 
sheet to show the net amount still outstanding; whereas, if the 
securities were kept alive in the sinking fund, the sinking fund 
theoretically might be included among the assets and the liabilities 
would be shown at their original amounts. In the case of the 
U. S. Steel Corporation, however, only the balance of bonded 
debt outstanding is shown as a liability in its balance-sheet, even 
though the redeemed securities are kept alive in the redemption 
sinking fund. A separate schedule is given in the 1921 annual 
report, showing 
Total bonded and debenture debt .................-. $687,400,000.00 
Less redeemed and held by trustees of sinking fund 146,700,000.00 


Balance outstanding, per balance-sheet ............ $540,700,000.00 
These same figures might also have been shown on the liability 
side of the balance-sheet, a procedure adopted by many other 
corporations. 

(C) The borrowing company may issue bonds having seasonal 
maturities, that is, bonds which are commonly known as serial 
bonds. For municipalities and other organizations having a rela- 
tively fixed income from year to year this form of bond has 
advantages, and a serial redemption clause may be made a part 
of any bond agreement or indenture of trust. But the serial 
maturity is objectionable in so far as it makes impossible a 
uniform quotation in terms of price (unless all quotations are 
exactly at par) and thus makes slightly more difficult the creation 
of an active market capable of uniform price quotations. 


Each of these methods of redeeming either bond or preferred 
stock liabilities requires, obviously, funds from some source. As 
stated previously, these funds may be derived from any of three 
possible sources, and quite often the contract agreement itself 
provides that the redemption or sinking-fund reserve is to be 
provided out of the profits of the year. Thus in the Burns Bros.’ 
Agreement of Consolidation and Merger it is provided that “until 
all the preferred stock shall have been redeemed or purchased and 
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retired, the corporation annually shall set apart from the surplus 
or from the net profits arising from its business . . ., the same 
to constitute a reserve fund to be applied . . . for the purpose of 
redeeming or purchasing and retiring such preferred stock to the 
extent and in the manner hereinafter set forth.” When this sort 
of provision for retiring bonds or preferred stocks is found in 
the trust agreement, there is usually also a reservation within the 
business of actual cash or cash equivalent—for in the last analysis 
debts must be paid with assets—even though those assets may 
have arisen from profits. The real merit of the “from income” 
provision in such agreements is that it has a tendency to prevent 
directors from paying dividends with funds that should be kept 
in the business for redemption or other purposes. 

Other issues make no reference to providing the redemption 
fund “from income.” Typical of such issues is the U. S. Steel 
Corporation 10-60 year sinking fund gold bonds, of which some 
$170,000,000 are still outstanding. This redemption fund pro- 
vision, as set forth in article III of the trust deed, simply provides 
that annually a certain sum shall be paid to the sinking-fund 
trustees and “all sums so received by the sinking-fund trustees, 
together with the accretions thereto as hereinafter provided, shall 
constitute a sinking fund for the redemption of bonds hereby 
secured and shall be held, used and applied as hereinafter 
provided.” 

If it is safe to discuss tendencies, our study would show that 
the redemption fund reserve is becoming less frequently required 
as a part of the scheme of bond or of preferred stock redemption. 
Obligations of this kind are not necessarily paid out of profits, 
and when a special sinking-fund reserve is created it has no real 
function beyond the mere safeguarding of profits and, as stated 
above, the withholding in the business of funds which might 
otherwise be paid out as dividends. 


Relation of Sinking Fund to Depreciation. 

Perhaps one of the least understood and certainly one of the 
most interesting methods used in the redemption of capital 
liabilities is that one referred to by Sir Arthur Dickinson, namely, 
the use of the profit retained in the business for sinking-fund 
purposes for the “reduction of some fixed asset account by way 
of provision for depreciation or otherwise.” This is applicable 
especially in case of the provision for depreciation (a) of a single- 
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unit plant which will probably not be replaced, as, for instance, 
where a company owns and operates a single steamship; also in 
the case (b) of the depletion of wasting assets, etc., and (c) where 
property is connected with or is tributary to other assets, as where 
mine shafting is tributary to the wasting asset, or where a tannery 
is dependent upon a limited supply of bark. Sir Arthur Dickinson 
states definitely that “there is no relation whatever between the 
amount of sinking-fund instalment and the annual depreciation 
charge; it is therefore still necessary to calculate the latter on the 
usual principle, and then to consider to what extent the sinking- 
fund instalment may be properly considered as available to meet 
this provision.” Again it must be remembered “that the provision 
for depreciation will be to that extent represented by capital 
instead of current assets.” Since the real purpose of any reserve 
for redemption or sinking-fund is to conserve profits and the 
assets which constitute those profits within the business, and since 
these profits are eventually, either at the end of each fiscal period 
or at the expiration of the life of the liabilities, to be turned back 
into a specially ear-marked or appropriated surplus, unless used 
as a depreciation or other special provision, the question naturally 
arises as to whether or not it is necessary or advisable to provide 
both for depreciation and for a sinking or redemption fund. In 
the instances enumerated above there is not only no need of a 
provision both for depreciation and for redemption fund but to 
provide for both places a double and an unnecessary burden on 
the stockholders during the entire period of the creation of the 
sinking fund. 

The United States Steel Corporation has adopted the above 
principle, but in practice the corporation has merely reversed the 
process and, instead of applying the sinking-fund provision to 
depreciation, as suggested by Sir Arthur Dickinson, has applied 
a portion of the depreciation charges for the year to the sinking 
fund. Thus, in its published report for the fiscal year 1921, the 
Steel Corporation shows a charge to gross earnings, viz.: 

Allowances made from earnings and income for 

exhaustion of minerals and for depreciation and 

replacement reserves (includes depletion and depre- 

ciation allowances used for bond sinking funds). ..$36,776,152.62 
Of the above amount, $8,863,180.35, which probably approxi- 
mates the depletion allowance for the year, was made applicable 
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for “sinking fund on U. S. Steel Corporation bonds.” This 
amount was shown in the annual report as follows: 


Depletion, depreciation and replacement reserve appli- 
cable for sinking fund on U. S. Steel Corporation 


bonds: 
Balance, December 81, 1920 .........cccccccvess $ 3,904,154.15 
Set aside during 1921 from income and by 
charges to current expenses 8,863, 180.35 


$13,767 ,334.50 
Less—Transfer to depletion and depreciation reserves 
invested in bond sinking funds for U. S. Steel 


Balance, December 31, 1921 ................... $ 3,998,633.33 


In this report, which may be taken as representing the very 
best American practice, is a statement of “the trustees’ transactions 
for account of the bond sinking funds of the United States Steel 
Corporation” for the year and the condition of the funds on 
December 31, 1921, viz.: 


Cash resources in hands of trustees, December 31, 1920..... $ 804,160.08 
Instalments received: 
Provided from depreciation funds ...... $ 8,768,701.17 
Provided from income account and gen- 
$10,292,487.64 
Bonds redeemed: 
Net premium paid on bonds redeemed ... 719,626.39 9,408,626.39 
Cash resources in hands of trustees, December 31, 1921 ..... $ 883,861.25 


It should be observed that the United States Steel Corporation 
has built up a substantial reserve for depreciation over and above 
the portion appropriated for bond redemption funds, so that at 
December 31, 1921, the total depletion and depreciation reserves 
were 


Balance in various reserve accounts .............esseeeee $279,979,127.09 
Specifically applied for redemption of bonds through bond 


Total depletion and depreciation reserves, December 31,1921 $423,200,106.24 
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This total, $423,200,106.24, “measures the hole” in the fixed 
property account and this total amount was deducted from the 
“gross fixed property investment account” to determine the 
balance-sheet figure for fixed property. As shown by these 
figures, assets to the extent of $280,000,000, approximately, 
which represent the conversion of the fixed property through 
productive uses, have been retained in the corporation and are 
available in more or less liquid form for property replacement 
purposes or have been invested in other fixed property. The 
other $143,000,000 is not thus available, for the assets have been 
used for the cancelation of debt, so that now neither the assets 
nor the debts are in existence (the liquid assets which would 
otherwise have been on hand having been used for bond- 
redemption purposes). This, in our opinion, is very sound 
procedure, particularly so in so far as there are wasting assets not 
to be replaced. While it must be remembered that the provision 
for depreciation is represented to that extent by a reduction in 
funded debt instead of by current assets, the provision is still 
sufficiently large to provide for making good the exhaustion of 
other fixed property and plant. Some of the property assets, as 
stated above, are of decidedly wasting character (mines, quarries, 
ore fields, etc.), and when this is true, in the words of Sir Arthur 
Dickinson, “the sinking fund reserve may be quite safely applied 
in reduction of the book value thereof ...” It is improbable, 
if not impossible, that the whole of the depreciation provision 
ever would or could be used for property replacement purposes ; 
and it is entirely proper, therefore, that a reasonable portion of 
the provision should be represented by a reduction in fixed 
liabilities instead of by an increase in liquid assets. 


Final Disposition of Sinking-Fund Reserve. 


Having made this general survey of the subject, there is one 
other feature only to which we invite attention. Expressed 
simply, there are three kinds of entries to be made with a sinking 
fund for either bonds or preferred stock, viz.: 

(a) Entries dealing with the periodic payments into the fund, 
as well as setting up the provision or reserve for 
redemption fund. 

(b) Entries showing the trustee’s periodic report of his 
handling of the fund. 

(c) Entries showing the redemption of the debt and the final 
disposition of all accounts relating to the fund. 
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Treatment of Redemption Funds 


—— 


The entries are simple and will not be discussed, except in 
regard to the final disposition of the reserve for sinking fund. 
Obviously, when the redemption fund reserve is used both to 
measure the amount of the redemption fund assets to be set aside 
and to measure a part or all of the depreciation of the fixed 
property assets—that is, when the depreciation provision is 
applied to sinking-fund uses, or vice versa—there is no further 
adjustment to make of the reserve, for it will continue to be used 
for depreciation and depletion purposes. This is exactly the 
situation illustrated from the report of the U. S. Steel Corporation ; 
and, as has been previously pointed out, many deeds of trust and 
preferred, stock agreements do not require any specific reservation 
of profits, even though special assets are set aside in a fund to 
redeem the liability. 

But when the other kind of reserve for sinking fund is used— 
that is, when a specific reservation of profits is made—there is 
likewise “reserved from distribution the assets which constitute 
those profits” for the assets and the profits are merely two aspects 
of the same thing. Yet when the debt is redeemed and the 
specially reserved assets have disappeared therewith, the profits 
seem to remain. At this point many accountants merely return 
the specially ear-marked profits to surplus and instruct the client 
or the board of directors (as the case may be) that the amount 
is now available for dividends. Even Bennett, in his Corporation 
Accounting, p. 283, states that closing out the reserve for sinking 
fund “results in a sudden and substantial increase of available 
profits, and the directors may then properly ‘cut a melon’ if they 
see fit, declaring these excess profits in dividends.” But does 
Mr. Bennett realize that he cannot “eat his cake and have it too,” 
that the assets which constitute those profits are not available 
because they were used for debt-payment purposes, and that, in 
such case, those profits are now represented only in the form of 
fixed property assets? Such procedure is clearly impossible! When 
there ceases to be any need longer for a sinking fund, when its 
purpose has been served, when, as Professor Cole says, “the cash 
has been applied to the payment of debt and we are no longer in 
danger of using it for dividends,” then we may remove “the red 
flag of caution.” Mr. Bennett does state later in his volume, p. 308, 
that if it is not desired to use the reserve for dividend purposes, it 
may be “credited to some account other than surplus account, such 
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as capital surplus, appropriated surplus or reserve for depre- 
ciation.” A stock dividend may be declared from it if it is so 
desired, but the one thing the directors cannot do—unless they 
deplete their working funds, and then again create long-term debt 
to furnish working capital—is to declare cash dividends from such 
a reserve. Even if cash dividends are declared only gradually 
from such a reserve the cash is provided from some other source, 
for the assets which constituted this reserve were used for debt- 
redemption purposes. Assets equivalent to these profits are still 
in the business, but the very act of paying the bonds or preferred 
stock liabilities by means of which the property was created 
means that these profits are no longer in liquid form but are 
reflected only in the fixed property. The profits, regardless of 
the caption under which they are held, should become a part of 
the permanent proprietorship of the business. 

Thus the long-term indebtedness, entered into as a part of 
the borrowing process which is of so great aid to the greatest 
business success, has undergone as by some magical process a 
complete metamorphosis and has emerged, not as a prior claim 
upon the assets of the business, but as a proprietary right to and 
in those assets. 

The subject is one of considerable magnitude—we have only 
looked in upon it—but if we have given a new concept of its 
importance or any further insight into the work of the accountant, 
our study has had its reward. 
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Training Young Accountants* 
By Joun R. WitpMAN 


The future success of the accountancy profession in this 
country depends upon the amount of time, energy and money 
which practitioners will be willing to invest in the training of 
young accountants. This statement may sound paradoxical to our 
English and Scottish contemporaries, with whose system of appren- 
ticeship such suggestion is inconsistent. The American practi- 
tioner may well accept it seriously, ponder it well and take some 
action concerning it whether or not he believes in prophecies. 

Any consideration given to the training of young accountants, 
to be logical, must reckon with the goal to be attained. The 
reckoning raises the question: “What are the qualifications of 
a professional accountant?” Modern conceptions of the typical 
accountant vary so greatly that it is exceedingly difficult to set up 
an ideal which will appeal to everyone. The requirements and 
exactions of clients in large cities as compared with those in 
small towns; the relative size and importance in the business and 
financial fields of clients served; the professional standards which 
develop out of experience; the point of view—all have a bearing 
in the formulation of any judgment in the matter. What to one 
person seems acceptable as an ideal standard will be found 
entirely out of keeping with the views of another person who 
happens to be the product of different environment and experience. 

My own notion is that the accountant must at least look the 
part. I have seen applicants for positions in the field of account- 
ancy turned away because nature endowed them with counte- 
nances which suggested utter lack of brains. Others have been 
accepted perhaps because of physiognomies indicating intelli- 
gence, only to have later developments prove that nature had 
gotten badly mixed in sorting out faces and brains. In a less 
facetious strain it must be said that not a little importance attaches 
to appearance and the impression which it creates has much to do 
with the initial reaction of those with whom the accountant comes 
in contact. Cleanliness, neatness and careful grooming are char- 
acteristic of the leading members of the profession to-day. 


*A paper read before the regional meeting of the American Institute of Accountants, 
Cleveland, Ohio, May 6, 1922. 
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Other essentials which are requisite in a professional account- 
ant are proper habits, high mentality, an adequate fund of knowl- 
edge and the power to apply it, together with ability to maintain 
satisfactory relations with others or what may be called capacity 
for contact. 


The person with bad habits who attempts accountancy is 
doomed to failure, or at least small success, unless these habits 
are corrected. Tardiness, garrulousness, familiarity, unmannerli- 
ness and carelessness are all traits which the finished accountant 
eschews. 


The accounting mind must possess the qualities of alertness, 
concentration and judgment. It must be synthetical as well as 
analytical. If to these is added reasonable imagination, so much 
the better. Some accountants are well equipped with other 
qualities but have no ability to form a mental picture and do not 
possess what is sometimes called vision. In some cases the 
imagination runs riot and is not properly restrained by the judg- 
ment. Balance is as essential to the accounting mind as to the 
figures with which the accountant deals. 

There is no such thing as defining the maximum amount of 
knowledge which the public accountant with advantage may 
possess. It is a truism of course to say that the more he knows, 
the greater his potential capacity for accomplishment. His 
actual capacity is dependent upon his ability to apply or make 
use of his knowledge. The minimum calls for substantial under- 
standing of the theory of accounts and accounting, the related 
subjects of economics, industrial geography, finance, commercial 
law, business organization, management, taxes and the theory 
and technique of accountancy. As he supplements these subjects 
with general information so will his calibre be enlarged. 

Contact, or the medium through which the knowledge of the 
public accountant is put to practical application, is perhaps the 
biggest problem with which he has to contend. It involves rela- 
tions with other individuals, and thereby are the complications 
multiplied. It brings to the fore the character attributes of 
honesty, integrity, dependability and ethical conduct; it raises the 
question of personality; and it calls for a consideration of 
psychology, as to the manner in which the mind of the other 
fellow will react under certain conditions and in response to 
certain stimuli. Last but not by any means least in the matter 
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of contact must be considered the point of view of the other 
parties to the relation. Realization, acceptance and practice of 
the principle concerning which Charles Reade wrote in his book, 
Put Yourself in His Place, contribute tremendously in getting 
the point of view of the other fellow. And this is the essence 
of satisfactory service to clients. 


If now there has been established some conception of the 
mark at which, in this discussion, we are aiming, let us give 
attention to the forms an: methods of teaching young account- 
ants how to shoot. The medium for the instruction is found in 
lectures, oral and written, conferences and discussions, reading 
assignments and practice work, followed by the application of the 
theory thus taught to the work on engagements in the field. No 
method which neglects the last-named requirement will, in my 
opinion, succeed. 

The time, energy and expense required in the instruction and 
training of young accountants may be considerably lessened by 
properly interviewing, investigating and testing applicants for 
positions in the professional field. Not only is this desirable as 
a matter of protection to clients, but it is apparent that the 
amount of effort to be put forth by the public accountant in 
educating his staff will depend primarily upon the standing of 
the individual members at the time of entering his employ. It 
need scarcely be pointed out that as an increasing number of 
firms in any given city take up educational work, their success 
therein will depend to a great extent upon their respective ability 
to make wise selections from those who seek employment. 


It is obviously beyond the power of any educational scheme 
to change physiognomy, and no suggestions need be made on this 
point. And it may be regarded as unnecessary to say anything 
about appearance—however, a card handed casually to an appli- 
cant with the request that he write thereon his name, address and 
telephone number offers an opportunity of passing upon his 
penmanship and ability to follow instructions and, while his 
attention is diverted from the gaze of the interviewer, to look 
him over from head to foot for cleanliness, neatness and general 
grooming. 

Some idea may be obtained subsequent to the interview, if 
he has successfully met the requirements up to this point and is 
considered a prospect, of the applicant’s mentality by using tests 
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which have been devised to determine and measure such factors 
as speed, accuracy, concentration, application and alertness. By 
means of accounting problems an index may be had as to his 
technical knowledge and the psychological qualities of analysis, 
synthesis and imagination. But the examination will not be com- 
plete until investigation has been made through inquiry of the 
applicant’s business and character references. 


After employment, the young accountant’s preliminary in- 
struction may well consist in acquainting him with the history and 
organization of the firm and giving him a proper background from 
which to proceed intelligently. He should be given the oppor- 
tunity to read and familiarize himself with rules or regulations 
governing the conduct of the staff and the forms and reports 
incident to office routine. There should be outlined for him the 
firm’s technique in executing an engagement together with any 
practice which is peculiar to the firm in question. His interest 
will probably be increased if he is shown some specimen reports, 
but no time need be wasted at this time in allowing him to make 
an extended study thereof. No young accountant should be 
assigned to an engagement until he has received substantially 
these preliminary instructions. 


Assuming that some personal record has been established for 
the accountant, his educational programme should be planned 
as soon as practicable. Much will depend upon his previous edu- 
cation, both general and professional, as to the point where his 
technical instruction begins. It is useless to take an individual 
who has passed through a university school of business, or its 
equivalent, and has had a full complement of accounting and 
related subjects through the same subjects again. On the other 
hand, for those who have not had the advantage of such education, 
these subjects are necessary. There is scarcely any alternative 
but to lay out a course of technical instruction, fitting each 
individual in where he belongs, observing and checking constantly 
appearance, habits and mentality and offering kindly advice for 
the correction of mistakes, the strengthening of weaknesses and 
the development of the essential qualities where they are lacking. 


Philosophical discussions on appearance, habits and mentality 
are helpful. The practical value of neatness, of punctuality as 
compared with tardiness, of reserve instead of gatrulousness, of 
dignity and politeness rather than familiarity and unmannerliness, 
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brought out by means of examples, stimulates the thoughtful mind 
and inspires the individual to cultivate the desirable habits rather 
than to fall a victim to or continue in the habits which are bad. 


A formal course of instruction is highly desirable in order that 
the material presented may be organized and correlated. The 
course may be as simple or as elaborate as circumstances indicate 
or as the ideas and pocket-books of various firms suggest and 
permit. A simple course may be found in selected reading 
assignments and practice problems taken from the standard text- 
books, with a weekly or more frequent assembly of staff members 
for discussion and quizzing. Such a course may well be con- 
structed so as to cover preparation for state and American Insti- 
tute examinations. Early evening probably affords the best time 
for meetings and the men who are worth retaining on the staff 
will generally fall in with such arrangement unless it interferes 
with their work in evening schools. 


A more elaborate course might supplement the foregoing as 
to content, with special lectures arranged in proper sequence 
covering the work of the various grades or classes of accountants 
and laying emphasis on peculiar firm technique or bringing out 
special instructions incident to the execution of work. Much 
benefit is derived in addition from individual instruction focusing 
on the preparation of reports. This procedure incidentally serves 
as an acid test of the accountant’s educational accomplishment 
growing out of the course, if not of the efficiency of the 
instruction. 

The capstone of all instruction in a professional accountant’s 
office is that which is effected through the contact arising from 
engagements. Here the accountant receives his trial by fire. Here 
are tested his honesty, dependability, ethical conduct, personality 
and his technical knowledge. It is in this way he learns how the 
client and the client’s employees act in the relationship, some of 
the practical difficulties which surround accountancy practice, the 
terrors of unfaithful or careless work, the joys of accomplish- 
ment which accompany thoughtful and conscientious effort. 


There is only one way to teach the young accountant these 
things, namely, to take him by the hand, so to speak, and to lead 
him into the work, watching him while he applies his knowledge, 
explaining to him the reason for everything he does, correcting 
him in his mistakes and letting him try again. The principle of 
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“trial and error” employed in teaching the young savage of prim- 
itive iimes has its application to-day without any loss of force 
or effect. 

This scheme is practicable to the extent that there is someone 
in the organization who is available for this sort of work and 
there are in-charge or more experienced accountants who are 
sympathetic and interested in the scheme and will codperate in 
carrying it out. Nothing is more detrimental to the effectiveness 
of the plan than to have opposition, open or veiled, on the part 
of short-sighted individuals who are more interested in the present 
than the future. The practice of accountancy in so far as it 
relates to staff is a steady process of recruiting and training. 

More concretely, the contact training consists in selecting first 
a small repeat engagement, usually a cash audit, furnishing the 
accountant with a copy of the engagement memorandum, getting 
out the correspondence file and the previous working papers and 
report, reviewing and discussing all with him, pointing out any 
matters of special interest, special features of the work, the 
peculiarities of the client, employees, or conditions surrounding 
the engagement, the purpose of the report, the use to which it is 
to be put and finally taking him to the client’s office. The super- 
visor as a rule will find opportunity or excuse if need be to busy 
himself about some feature of the work until the novice is well 
under way. While as a practical matter it is usually advisable 
that the staff member be left to himself, the supervisor should 
return to the scene of the engagement as often and for as long 
a time at each visit as may be dictated by the conditions. He 
may or may not review the work before leaving the client’s office, 
depending upon the circumstances. As a rule the accountant’s 
office lends itself better to this sort of thing on account of greater 
freedom in discussing matters with and giving instruction to the 
accountant in training. 

There are many things which come up in the course of a 
review. Young men are frequently keen for offsetting items in 
statements of receipts and disbursements. They fail to differ- 
entiate in this matter between such statements and those setting 
forth income and expense. They will frequently check the items 
in a miscellaneous account as to approval and classification without 
analyzing the account and breaking it down for use with the 
report statement. The beginner is inclined to build up unnecessary 


436 


| 
| 
| 
{ 


Training Young Accountants 


working papers and lacks sense of discrimination as to what is 
needed and what is not needed. These and hundreds of other 
points are brought out in reviewing reports. If changes are made 
without explanation or reason the novice is left to guess at the 
cause. Explained they serve as a fund of knowledge which 
becomes the basis for future expansion and development. 

Contact instruction takes time, pains and effort. Some of it 
must be done after hours. There is no form of instruction which 
produces better results. It may not be attempted unless the subject 
of the instruction has the theoretical foundation. It is of no use 
to experiment with a staff member until he has been found 
worthy of the effort. 

Education in accountancy has made remarkable strides in this 
country in the last twenty years. But it is only beginning to 
reach the practical stage. The schools of business and accounting 
have done admirable work. However, their instruction from the 
point of view of the public accountant, with a few exceptions, 
must be considered theoretical.. The burden of finishing the 
education rests with the public accountant and in his own office. 
Some firms have seen the light and have taken up the burden. 
The future promises much for the education and training of 
young accountants. It is inconceivable that accountancy in this 
country should fail through lack of vision on the part of the 
present generation of practitioners. 
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EDITORIAL 


Ethics by Regulation 


Readers of THE JouRNAL oF AccoUNTANCY and all others 
interested in the professional practice of accountancy in the United 
States will read with peculiar interest the latest amendment of 
Treasury Department Circular 230 bearing date April 25, 1922. 
There are many changes in this latest form of the regulations 
“governing the recognition of attorneys, agents and other persons 
representing claimants and others before the Treasury Department 
and offices thereof.” Some of them are changes in phraseology 
without important alteration of the intent, but there have been 
introduced in this latest publication of the circular several vitally 
significant changes which must be considered by every accountant. 

Among the points upon which the Treasury now rules is the 
restriction of advertisement and solicitation by accountants and 
others registered to practise before the department. Upon this 
important matter circular 230 says: 


(b) Advertising by enrolled attorneys or agents which describes their 
capacity or ability to render service as enrolled attorneys or agents is 
forbidden. Letterheads, business cards, and insertions in directories, news- 
papers, trade journals or other publications should set forth only the name 
and address of the attorney or agent and a brief description of his practice. 
The description should not do more than state the nature of the attorney’s 
or agent’s business, that is to say, whether he practises as an attorney, 
accountant or agent, and, if desired, any special field of service or practice 
covered. The use by attorneys, agents or others of adjectives or other 
terms which might imply official capacity or connection with the govern- 
ment or any of its departments is specifically forbidden. 

(c) The solicitation of claims or other business as attorney or agent 
for others before the Treasury Department by circulars, advertisements or 
other means, including personal letters, communications or interviews not 
warranted by previous business or personal relations with the persons 
addressed, is forbidden. Advertising or solicitation, which makes any 
suggestion of previous connection with the Treasury Department or 
acquaintance with its officials or employees, or any reference to the fact 
of enrolment, is specifically forbidden.* 


*The italic type is the Treasury’s—Ep1Tor. 
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(d) Statements or implications to the effect that an attorney or agent 
is in position, by reason of past experience, past official connection or 
personal association with the Treasury Department or any officials or 
employees thereof, directly or indirectly to influence the disposition of 
business in the Treasury Department and statements or implications to 
the effect that the agent or attorney is able to obtain information or 
consideration that is not available to the public in regard to such business 
are forbidden. 


This is excellent. We commend to the consideration of the 
committee on professional ethics of the American Institute of 
Accountants the phraseology of the foregoing paragraphs. We 
like particularly the rule against adjectives. (Parenthetically it 
may not be out of place to suggest to our readers the consideration 
of the question whether adjectives add to or detract from the 
force of the language. Certain it is that we all use more 
adjectives than are necessary—when we become advertisers we 
become addicts to adjectivity.) 


It is therefore with a thankful heart that we find that the 
Treasury’s ruling against “adjectives or other terms” is not 
content with a mere inhibition of such terms but goes further 
and says that the use of these expressions “is specifically 
forbidden.” 

We do not know what will become of some of the tax experts 
and others of varying names and titles who have battened upon 
their alleged personal influence with the Treasury Department. 
We greatly fear that some of them will be obliged to enter into 
some kindred pursuit which is safer, such as bootlegging or 
banditry. 

Reading further in the revision of circular 230 we become 
imbued with the idea that perhaps the rules of conduct of the 
American Institute of Accountants are not so far amiss after all. 
Rule 11 reads as follows: 


No member shall render professional service the anticipated fee for 
which shall be contingent upon his findings and results thereof. 


There have been people who have said that such a rule was 
altogether wrong. Let us see what the Treasury has to say on 
the subject. Paragraph 6 (e) reads thus: 


While contingent fees may be proper in some cases before the depart- 
ment, they are not generally looked upon with favor and may be made the 
ground of suspension or disbarment. Both their reasonableness in view 
of the services rendered and all the attendant circumstances are a proper 
subject of inquiry by the department. The commissioner of internal revenue 
or the head of any other Treasury bureau or division of the secretary’s 
office may at any stage of a pending proceeding require an attorney or 
agent to make full disclosure as to what inducements, if any, were held 
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out by him to procure his employment and whether the business is being 
handled on a contingent basis, and, if so, the arrangement regarding 
compensation. 


Here again we fear that the activities of tax experts will be 
seriously incommoded. 

It is all very well to make regulations and_rules but if there 
is no penalty for violation there is no likelihood of enforcement. 
This thought seems to have occurred to the Treasury Department, 
because we find in the same section the following paragraphs: 


(f) Violation cf any of the foregoing regulations is declared cause 
for suspension or disbarment of any attorney or agent enrolled to practise 
before the Treasury Department, while violation thereof by any person 
applying for enrolment as attorney or agent will be cause for rejection 
of his application. 


(g) Upon notification that an attorney or agent enrolled in the Treasury 
Department has been disbarred from practice before some other branch 
of the government, the committee shall forthwith send to such attorney 
or agent, in the same manner as prescribed for notice of hearing, an order 
signed by the Secretary of the Treasury to show cause within thirty days 
why he should not be disbarred from practice before the Treasury Depart- 
ment; and thereafter the committee shall proceed in such case in the 
same manner as if a notice of hearing had been sent. 


(h) The above enumeration of causes for rejection, disbarment or 
suspension shall not exclude other causes which the secretary may reason- 
ably deem sufficient in any case. 


The similarity of opinion between the institute and the 
Treasury Department does not stop here. Some of our readers 
may remember that the institute has gone on record as opposing 
the corporate form of professional practice. If this decision was 
altogether wrong it is gratifying at least to know that the 
Treasury Department feels the same way for we find the following 
in section 2 of the circular from which we are quoting: 


Applicants for enrolment pursuant to these regulations shall submit to 
the Secretary of the Treasury an application, properly executed on form 23 
attached hereto. Applications in any other form will not be considered. 
The statements contained in the application must be verified by the 
applicant. The applicant must also take the oath of allegiance, and to 
support the constitution of the United States as required by section 3478, 
Revised Statutes. A person who cannot take the oath of allegiance, and 
to support the constitution of the United States, cannot be enrolled. 
Members of the bar of a court of record will apply for enrolment as 
attorneys; all others will apply for enrolment as agents. The Secretary 
of the Treasury may in any case require other and further evidence of 
qualification. Applicants will be notified of the approval or disapproval 
of their applications. All applications for enrolment must be individual, 
and individuals who practise as partners should apply for enrolment as 
individuals and not in the partnership name. An individual who has been 
enrolled may, however, represent claimants and others before the Treasury 
Department in the name of a partnership of which he is a member or 
with which he is otherwise regularly connected. Except as hereinafter 
provided in paragraph 3, a corporation cannot be enrolled and attorneys 
or agents will not be permitted to practise before the Treasury Department 
for account of a corporation which represents claimants and others in the 
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prosecution of business before the Treasury Department. Persons apply- 
ing for enrolment who propose to act for such a corporation in the prose- 
cution of claims and other business before the Treasury Department, will 
be subject to rejection, and enrolled attorneys or agents who act for a 
corporation in representing claimants and others in the prosecution of 
claims and other business will be subject to suspension from practice, as 
to such claims or business. 


There have been many times in the past when the general 
public has found itself in opposition to the position adopted by 
the Treasury Department. Nearly every accountant has felt 
discontented at a ruling or a decision in some case in which he 
has been interested. -Writers in this magazine have frequently 
criticized with considerable justice the administration of the law. 
Here, however, is a case in which every worthy member of the 
accounting profession will endorse, and in most cases enthusi- 
astically applaud, the clear, incisive pronouncement of the 
department. It tells us that the government stands foursquare 
and will have no departure from the straight path of honesty. 
It infers that there have been things undesirable in the past 
as we all know there have been. It announces that there will 
be no more of them in the future if they can be prevented. It 
is with a feeling of sincere thankfulness that THE JoURNAL OF 
ACCOUNTANCY reports and heartily endorses the strong stand 
taken by the department. 


A New Department 


With this issue of THE JouRNAL oF ACCOUNTANCY we publish 
the first section of a new department which is to deal with 
accounting terminology. Reasons for the creation of the 
department are quite clearly explained in the introduction, and it 
is our belief that all accountants and others who are interested in 
accountancy will find much to attract attention in the department. 

The Institute’s committee on accounting terminology has done 
and is still doing excellent work and we commend to the consid- 
eration of readers the committee’s request for criticism and 
comment in regard to the matter appearing in the department of 
accounting terminology. 
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Income-tax Department 


Epitep By STEPHEN G. RusK 


Among the decisions set before our readers this month is one embodying 
a decision of the United States supreme court (Fox vs. Edwards, collector) 
in which it is ruled that recovery of an overpayment of tax voluntarily 
made cannot be had without “establishing payment under protest in a suit 
against the collector.” 


The history of the case is not fully stated, but it seems apparent that 
the taxpayer made a return and paid the tax called for by said return 
and subsequently discovered that he had failed to deduct a bad debt in 
computing his taxable income. He then, under provisions of section 252 
of the revenue act of 1918, made a claim against the collector for the 
amount of the overpayment and upon its being denied entered suit for 
its recovery. In view of the language quoted above from Judge Knox’s 
decision it may be that the claim was not properly made. It is difficult 
to see under any other assumption why such overpayment erroneously 
made is not recoverable under section 252 of the revenue act of 1918. 
However, it may be safely assumed that this overpayment was denied for 
some good and sufficient reason. In view of the fact that a taxpayer’s 
return is subject to revision and correction of the assessment for a 
number of years after it has been made, the justice of Judge Knox’s 
conclusion that a taxpayer has not the right “to harass and annoy the 
taxing officials and the courts as to the unwisdom, unpropriety or over- 
sight of what he himself did” is not apparent. 


Another supreme court decision reaffirming a former one as to estate 
taxes is contained in treasury decision No. 3319. As the subject matter 
of this decision has appeared in this department heretofore, we make no 
comment upon it, but recommend it for a careful reading. 


TREASURY RULINGS 
(T. D. No. 3305—March 16, 1922) 


Returns made for fiscal year ending in 1921—Time within which new returns 
under revenue act of 1921 to be filed. 


If any taxpayer has before November 23, 1921, filed a return for a fiscal 
year ending in 1921, and paid or become liable for a tax computed under 
the revenue act of 1918, and is subject to additional tax for the same period 
under the revenue act of 1921, the return covering such additional tax shall 
be filed at the same time as the returns of persons making returns for the 
fiscal year ending February 28, 1922, are due under the law and regulations, 
and payment of such additional tax is due in the same instalments and at 
the same times as in the case of payments based on returns for the fiscal 
year ending February 28, 1922. If no part of the tax for the taxpayer’s 
fiscal year was due until after November 22, 1921, the whole amount of 
tax due, including the tax due under the original return and the additional 
tax due under the new return, will be payable in the same instalments and 
at the same times as in the case of payments based on returns for the fiscal 
year ending February 28, 1922. Attention is directed to the provisions of 
sections 214 (a) (9) and 234 (a) (8) of the revenue act of 1591. 
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(T. D. 3308—March 20, 1922) 
Income tax—Revenue act of 1918—Decision of court. 
1, VoLUNTARY PAYMENT—PROTEST—RECOVERY AS AGAINST COLLECTOR. 


Where a taxpayer voluntarily files a return and pays the tax due there- 
under without protest or complaint, but later determines that he has over- 
paid his tax, due to failure to take deductions to which he believes he was 
entitled, there can be no recovery against the collector to whom the taxes 
were paid at common law or under the statute relating to him or his office. 


2. SAamE—SEcTION 252, Revenue Act or 1918. 

Any rights which may be granted by section 252 of the revenue act of 
1918 can not be asserted in a suit against a collector for the recovery of 
taxes voluntarily paid; nor does that section relieve a taxpayer from the 
obligation of establishing payment under protest in a suit against a collector. 

The following decision of the United States district court for the 
southern district of New York in the case of Benjamin Fox v. William H. 
Edwards, collector, is published for the information of internal revenue 
officers and others concerned. 


Unirtep States District Court FOR THE SOUTHERN District oF New York. 


Benjamin Fox, plaintif, v. William H. Edwards, defendant. 
MEMORANDUM INDORSED UPON NOTICE OF MOTION FILED NOVEMBER 2, 1921. 


[Dec. 12, 1921.] 


Knox, judge: When the within motion came on for argument, there 
was a default upon behalf of this plaintiff, and no brief has been filed by or 
for him. I am, therefore, deprived of the benefit of such views as he or his 
counsel may entertain with respect to the facts and law here involved. It 
appears from the complaint, to which defendant demurred, that the money 
for the recovery of which suit was brought was paid voluntarily in March, 
1919, as and for a part of plaintiff’s income tax for the year 1918. The item 
of loss, upon account of which plaintiff now believes himself entitled to a 
refund, was not called to the attention of any government official prior to 
March, 1921. The original tax having been transmitted to the Treasury 
without protest or complaint upon the part of plaintiff, it seems to me that 
as against the collector there could be no recovery at common law nor 
under the statutes relating to him or his office. 


It is possible that plaintiff has some rights granted to him under the 
provisions of section 252 of the revenue act of 1918; but, if so, I am of 
opinion that such right can not be asserted in a suit against the collector 
who received plaintiff's voluntary payment in 1918. Judgment may be 
entered sustaining the demurrer of defendant and dismissing the complaint. 


ON REHEARING. 


[Feb. 24, 1922.] 


Knox, judge: It is my judgment that there is nothing in section 252 of 
the revenue act upon which plaintiff relies which relieves him from the 
effect of having voluntarily paid an amount of tax against which he might 
have offset a bad debt. The tax was paid by plaintiff with full knowledge 
of all the facts, and without any interposition of the government or any of 
its officials, and to hold that a taxpayer is entitled for years after the pay- 
ment of a tax to harass and annoy the taxing officials and the courts as to 
the unwisdom, unpropriety, or oversight of what he himself did, when 
under no coercion and compulsion upon the part of the government, is 
something I am unwilling to do. As to the purpose and effect of section 
252 of the revenue act, see Holmes Federal Taxes, 1922 edition, page 890. 
The order heretofore mentioned herein will stand. 
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(T. D. 3316—April 5, 1922) 
Income tax—Federal estate and state inheritance taxes. 
Article 134, Regulations No. 45, amended. 


Article 134 of regulations No. 45 (1920 edition) is hereby amended to 
read as follows: 

Art. 134. Federal estate and state inheritance taxes—Federal estate 
taxes, paid or accrued during the taxable year, are an allowable deduction 
from the gross income of the estate in computing the net income thereof 
subject to tax. Such taxes are deemed to have accrued on the due date 
thereof, namely, one year after the decedent’s death, except in any case 
where the commissioner has granted an extension or extensions of time for 
payment, such taxes are then deemed to have accrued on the due date or 
dates of such extension or extensions. 

Estate, succession, legacy, or inheritance taxes, imposed by any state, 
territory or possession of the United States, or foreign country, are deduct- 
ible by the estate, subject to the provisions of section 214, where, by the 
laws of the jurisdiction exacting them, they are imposed upon the right or 
privilege to transmit rather than upon the right or privilege of the heir, 
devisee, legatee, or distributee, to receive or to succeed to the property of 
the decedent passing to him. Where such taxes are imposed upon the right 
or privilege of the heir, devisee, legatee, or distributee, so to receive or to 
succeed to the property, they constitute, subject to the provisions of section 
214, an allowable deduction from his gross income. 

Where, in accordance with a direction contained in the testator’s will, the 
taxes upon the right to receive any particular devise or devises, legacy or 
legacies, are so payable as to relieve the particular devisee or devisees, 
legatee or legatees, from the burden thereof, then the person or persons 
entitled to the fund or other property out of which payment is made may 
not take deduction of the taxes so paid, but deduction thereof is available 
only by such devisee or devisees, legatee or legatees; each, if there be 
more than one, being authorized to deduct such part of the taxes so paid as 
he would otherwise have been entitled to do had there been no such testa- 
mentary direction. 

Where there is a life estate and a remainder, and, by the laws of the 
jurisdiction imposing them, the taxes in respect to both interests are payable 
out of the remainder interest, with no legal obligation imposed whereby 
the remainderman is entitled to reimbursement, then deduction of the 
taxes so paid may be taken only by the remainderman. Where, in the case 
of an annuity, the taxes in respect thereto are, by the laws of the juris- 
diction imposing them, payable in the first instance out of the fund set 
aside for creating the annuity, but are to be repaid or restored to such 
fund from the annuity, then deduction thereof may be taken only by the 
annuitant. 

The accrual dates of such taxes shall be the due date thereof except as 
otherwise provided by the law of the jurisdiction imposing them. Where 
deduction is claimed of any such taxes, the amount thereof and the name 
of the state, territory, or possession of the United States, or foreign 
country, by which they have been imposed shall be stated in the return. 


(T. D. 3318—April 5, 1922) 
Insurance tax—Revenue act of 1917—Decision of court. 
1. Lire [NSURANCE—SECTION 504—NATURE OF ASSOCIATION. 


Plaintiff association, comprised of members brought together without 
regard to locality of place for the sole purpose of insuring the lives of 
such members, under a business plan which divided the members into 
“circles” of 1,000 members each, charged a small entrance fee and paid 
losses by graduated, limited assessments, collected at time of losses upon 
the surviving members of that particular “circle.” The assessments also 
provided for the maintenance of the business organization and operation, 
but no reserve, surplus, or other fund was provided, and no dividends or 


444 


i 


Income-tax Department 


profits could be earned. The amount of insurance of each member was at 
entrance $100, which amount increased after the first six months at the 
rate of $12.50 per month to a maximum of $1,000, provided that all dues 
and assessments were promptly paid, and provided that the value of any 
certificate should not exceed the net proceeds of a regular assessment of 
the surviving members of that “circle.” Held, that the association was 
not merely a mutual aid society but was a life insurance company, within 
the meaning of section 504 of the revenue act of 1917, imposing a tax on 
each $100 or fractional part thereof of the amount for which any life is 
insured under any policy of insurance or other instrument, by whatever 
name the same is called, said section not requiring profits or dividends as 
a prerequisite to the tax. 
2. Lire INsuRANCE—ExEMPTION—SEcTION 504 (d). 
Said association is not exempt under subdivision (d) of section 504 of 
the revenue act of 1917, which exempts policies issued by associations whose 
income is exempt from taxation under title I of the revenue act of 1916, 
the association not coming within the meaning of either the third, sixth, 
or tenth paragraphs of section 11 (a) of said latter act, which, respectively, 
limit the exemption to fraternal beneficiary societies operating under the 
lodge system, to nonprofit organizations which are organized and operated 
exclusively for religious, charitable, scientific, or educational purposes, and 
to farmers’ or other mutual hail, cyclone, or fire insurance company, mutual 
ditch or irrigation company, mutual or codperative telephone company, or 
like organization, of a purely local character, the income of which consists 
solely of assessments, dues, and fees collected from members for the sole 
purpose of meeting its expenses. 


3. SAME—REVENUE Act oF 1916, Section 11 (a), Suspivision “TENTH”— 
“LIKE ORGANIZATION.” 


A life insurance company is not a “like organization” to those enumer- 
ated in subdivision “tenth” of section 11 (a), revenue act of 1916, such 
organizations being “farmers’ or other mutual hail, cyclone, or fire insur- 
ance company, mutual ditch or irrigation company, mutual or codperative 
telephone company.” 


4. SAME—ASSESSMENT AND COLLECTION oF TAX—BAsIs. 


Assessment and collection of the tax not alone on the initial certificate 
value of $100, but also upon the accrued increased valuation basis of $12.50 
monthly after the first six months, was proper, such total sum representing 
4 — of insurance” intended by section 504 (a) of the revenue act 
of 1917. 

The appended decision of the United States circuit court of appeals for 
the eighth circuit in the case of Bankers and Planters Mutual Insurance 
Association v. Jack Walker, collector, rendered January 10, 1922, affirming 
the judgment of the district court of the United States for the eastern 
district of Arkansas, is published for the information of internal-revenue 
officers and others concerned. 


Unitep States Circuit Court oF APPEALS, E1icGutH Circuit. No. 5616. 

DecEMBER TERM, 1921. 

Bankers and Planters Mutual Insurance Association, plaintiff in error, v. 

Jack Walker, as collector of internal revenue for the district of Ar- 
kansas, defendant in error. 

[January 10, 1922.] 

Error to district court of the United States for the eastern district of 

Arkansas. 

Before Hook and Stoné, circuit judges, and Correrat, district judge. 
STONE, circuit judge, delivered the opinion of the court: 

The petition herein was for recovery of internal-revenue taxes, paid 

under protest, which had been assessed and collected under section 504 of 


the war revenue tax law of 1917 (40 Stat. 315). This section provided for 
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tax on life insurance business. The tax rate was 8 cents on “each $100 
or fractional part thereof of the amount for which any life is insured under 
any policy of insurance, or other instrument, by whatever name the same 
is called.” This petition was amended in respects not here important. The 
court sustained a demurrer thereto. Plaintiff elected to stand upon the 
amended petition and declined to further plead. From a judgment entered 
in favor of defendant plaintiff brings this writ of error. 

Plaintiff was an association of members brought together without regard 
to locality or place, and for the sole purpose of insuring the lives of the 
members. The business plan was to divide the members into “circles” of 
1,000 members each, charge a small entrance fee, and pay losses by gradual, 
limited assessments, collected at time of loss, upon the surviving members 
of that particular “circle.” The assessments also provided for the mainte- 
nance of the business organization and operation, but no reserve surplus, 
or other fund was provided, and no dividends or profits could be earned. 
The amount of insurance of each member was at entrance $100, which 
amount increased after the first six months at the rate of $12.50 per month 
to a maximum of $1,000, provided that all dues and assessments were 
promptly paid, and provided that the value of any certificate should not 
exceed the net proceeds of a regular assessment of the surviving members 
of that “circle.” 

The tax was assessed and collected, against protest, not alone on the 
initial certificate value of $100, but also upon the accrued increased valua- 
tion basis of $12.50 monthly after the first six months. 

Plaintiff in error claims here that it was not subject to any tax under 
section 504, supra, and also that, if so subject, the basis of tax could not 
attach to the accrued increases, but only to the initial certificate value 
of $100. 

The theories upon which plaintiff relies to entirely escape the tax are, 
first, that it is not within the meaning of section 504; and, second, that it 
is within each of two expressed exemptions from that section. The argu- 
ment as to the first contention is that plaintiff is not an insurance company, 
but merely “a mutual aid society, organized for the mutual benefit of its 
members upon the pro rata assessment plan, has no capital stock, and makes 
absolutely no profit for the members thereof.” This contention is unsound, 
because this is a purely life insurance arrangement and business, and section 
504 does not require profits or dividends as a prerequisite to this tax. 

The contentions as to exemptions are based upon subdivision (d) of 
séction 504 and upon section 700 of the same act (40 Stat. 318). Sub- 
division (d) of section 504 provides that “policies issued by any person, 
corporation, partnership, or association, whose income is exempt from 
taxation under title I of the act entitled ‘an act to increase the revenue, 
and for other purposes,’ approved September 8, 1916, shall be exempt from 
the taxes imposed by this section.” The portions of title I of the revenue 
act of 1916 thought applicable by plaintiff in error are the first paragraph 
of section 10 (39 Stat. 765) and portions of section 11 (a) (39 Stat. 766). 
The part of section 10 is as follows: 

That there shall be levied, assessed, collected, and paid annually upon 
the total net income received in the preceding calendar year from all sources 
by every corporation, joint-stock company or association, or insurance 
company, organized in the United States, no matter how created or 
organized, but not including partnerships, a tax of two per centum upon 
such income; and a like tax shall be levied, assessed, collected, and paid 
annually upon the total net income received in the preceding calendar year 
from all sources within the United States by every corporation, joint-stock 
company or association, or insurance company organized, authorized, or 
existing under the laws of any foreign country, including interest on bonds, 
notes, or other interest-bearing obligations of residents, corporate or other- 
wise, and including the income derived from dividends on capital stock or 
from net earnings of resident corporations, joint-stock companies or asso- 
ciations, or insurance companies whose net income is taxable under this 
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title: Provided, That the term “dividends” as used in this title shall be 
held to mean any distribution made or ordered to be made by a corpo- 
ration, joint-stock company, association, or insurance company, out of its 
earnings or profits accrued since March first, nineteen hundred and thirteen, 
and payable to its shareholders, whether in cash or in stock of the corpo- 
ration, joint-stock company, association, or insurance company, which stock 
dividend shall be considered income, to the amount of its cash value. 

The portions of section 11 (a) are as follows: 

That there shall not be taxed under this title any income received by 
any... Third. Fraternal beneficiary society, order, or association, 
operating under the lodge system or for the exclusive benefit of the mem- 
bers of a fraternity itself operating under the lodge system, and providing 
for the payment of life, sick, accident, or other benefits to the members of 
such society, order, or association or their dependents; ... Sixth. Corpo- 
ration or association organized and operated exclusively for religious, 
charitable, scientific, or educational purposes, no part of the net income 
of which inures to the benefit of any private stockholder or individual; 

Tenth. Farmers’ or other mutual hail, cyclone, or fire insurance com- 
pany, mutual ditch or irrigation company, mutual or codperative telephone 
company, or like organization of a purely Jocal character, the income of 
which consists solely of assessments, dues, and fees collected from members 
for the sole purpose of meeting its expenses. 

The contentions are that plaintiff in error should be included in fra- 
ternal benefit societies, in associations not organized for profit, and cer- 
tainly in the last above-quoted exemption of “like organization of a purely 
local character, the income of which consists solely of assessments, dues, 
and fees collected from members for the sole purpose of meeting its 
expenses.” 

Clearly the plaintiff in error does not come within the above class of 
fraternal benefit societies because the statute exempts only such as are 
“operating under the lodge system or for the exclusive benefit of the mem- 
bers of a fraternity itself operating under the lodge system,” and plaintiff 
admittedly is not so operating. 

It is equally clear that plaintiff can not escape such tax under sub- 
division “Sixth” of section 11 (a) above quoted. That subdivision does 
not exempt all nonprofit organizations (even if plaintiff be of that class), 
but it exempts only such nonprofit organizations as are “organized and 
operated exclusively for religious, charitable, scientific, or educational 
purposes,” and obviously plaintiff falls completely without all of these 
four classes. 

It is also evident that plaintiff does not come within the “like organi- 
zation of a purely local character, the income of which consists solely of 
assessments, dues, and fees collected from members for the sole purpose 
of meeting its expenses” as set out in subdivision “Tenth” of section 11 (a), 
above quoted. This is not a “purely local” organization; its income is not 
collected for the mere purpose of “meeting its expenses” but goes much 
beyond this and covers insurance payments; and it is not a “like organiza- 
tion,” such organizations being “Farmers’ or other mutual hail, cyclone, 
or fire insurance company, mutual ditch or irrigation company, mutual or 
cooperative telephone company.” Life insurance is too well known and 
important for us to suppose that congress would detail hail, cyclone, and 
fire insurance and intend life insurance to be included in the general 
expression of “like association.” The plaintiff is clearly liable to the tax. 

The final contention is that the tax was assessed upon a wrong basis. 
This plan of insurance divided the members into so-called “circles” of 
approximately 1,000 members. Upon entrance, a member was issued a 
benefit certificate which provided for payment, upon death, of $100, with 
accumulations, if any. hese accumulations began after a membership 
for six months and continued, at the rate of $12.50 a month, until the total 
value of the certificate reached $1,000. The payment of any benefits 
depended upon dues being kept up to the time of death. The payment was 
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through assessments upon the other members of the particular “circle.” 
These assessments were governed in amount, by age and length of mem- 
bership, with a maximum of $1.12 for each death. The benefit paid might 
therefore be affected by the amount of the assessment which could be 
collected from that “circle.” The membership of each “circle” is main- 
tained at approximately 1,000 by the admission of new members. 

The collector assessed the tax on the basis of $100 and the accrued 
accumulations, after six months, of $12.50 a month. Plaintiff contends 
that such accumulations should not have been included. This is based on 
the contentions that the statute limits the amount to the value at the time 
of issuance of the policy and that the value of the accumulations is uncertain 
because dependent upon the policy being kept up until death and upon the 
amount which can be collected from assessment on the other members of 
the “circle.” 

The provisions of the statute relied upon to support the first contention 
are found in section 504 of the act of 1917 (40 Stat. 315), and are as 
follows: “There shall be levied, assessed, collected, and paid the following 
taxes on the issuance of insurance policies: (a) Life insurance: A tax 
equivalent to 8 cents on each $100 or fractional part thereof of the amount 
for which any life is insured under any policy of insurance, or other 
instrument, by whatever name the same is called.” This quoted passage 
defines the subject of taxation to be “the issuance of insurance policies.” 
It then sets out the rate of taxation on the issuance of life-insurance poli- 
cies to be 8 cents “‘on each $100 or fractional part thereof of the amount 
for which any life is insured under any policy of insurance,” etc. The 
policies, or instruments, of insurance issued by plaintiff called for $100 and 
accumulations. Every condition of the contract which might affect the 
payment of the accumulations might equally affect the minimum of $100. 
Therefore, the amount of insurance called for by the contract can not, in 
any sense, be said to be $100 rather than that sum plus accumulations 
which might have been earned by the member. Such accumulations do 
not, therefore, fall without the intent of the statute. 

Nor can it matter that, under the contract, the payment of accumulations 
or the amount of such payment is conditioned upon payment of dues by the 
insured and upon the amount collectible from surviving members of the 

“circle.” The same conditions apply to payment of the $100 minimum. 
Generally speaking, similar situations are of frequent occurrence in insur- 
ance matters. The assessment was properly levied against the $100 mini- 
mum and the accumulations earned at the time of the assessment because 
that total sum represented at that time, under this form of insurance 
contract, the “amount of insurance” intended by the statute. 


The judgment is affirmed. 
Judge Hoox concurred in the above disposition of this case, but died 
before preparation of the opinion. 
(T. D. 3319—April 5, 1922) 
Estate tax—Act of September 8 1916—Decision of Supreme Court. 
1. CoNSTITUTIONALITY oF ACT. 
Title II, act of September 8, 1916, imposing an estate tax, is constitu- 


tional. Decision of the United States supreme court in New York Trust 
Co. v. Eisner (41 Sup. Ct. 506) held controlling. 


2. DepucTION—STATE TRANSFER TAx Not DepuctrstE as A CHARGE 
AGAINST THE ESTATE, 


The New York state transfer tax is not a charge that affects “the 
estate as a whole.” It diminishes each legacy bequeathed by decedent, and 
is therefore not “a charge against the estate” and may not be deducted ‘from 
the gross estate under the provisions of section 203 of the revenue act of 
1916. Decision of the United States supreme court in New York Trust 
Co. v. Eisner (41 Sup. Ct. 506) held controlling. 
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3. Gross EstatE—DowrER—BEQUEST oR Devise 1N oF. 

If a widow accepts a provision made in lieu of dower, the value of the 
property thus bequeathed or devised must be included in the gross estate, 
as defined in section 203 of the revenue act of 1916, and the amount so 
included may not be diminished by deducting the value of the widow’s 
dower in decedent’s realty. 

The appended decision of the United States district court for the south- 
ern district of New York in the case of Title Guaraniee & Trust Co. and 
Minnie W. Teets, as executors of the last will and testament of Joseph 
W. Teets, deceased, v. Edwards, collector, is published for the information 
of revenue officers and others concerned. 


Unitep States District Court, SOUTHERN District or New York. No. 741. 


Title Guarantee & Trust Co. and Minnie W. Teets, as executors of the 
last will and testament of Joseph W. Teets, deceased, plaintiffs, v 
William H. Edwards, collector of internal revenue of the United 
States for the second district, defendant. 

[February 14, 1922.] 
Francis G. McLaughlin, attorney for plaintiffs; James F. Brady, counsel, 
William Hayward, United States attorney, for defendant; Richard S, 
Holmes and H. M. Darling, counsel. 

HAanp, district judge: This is an action brought by the executors of 
Joseph W. Teets to recover a federal estate tax assessed against the estate 
of the decedent and collected by the defendant, the collector of internal 
revenue. Each side has moved for the direction of a verdict; the plain- 
tiffs (1) for the full amount of the tax on the ground that the estate tax 
law is unconstitutional; (2) for the amount of the federal estate tax 
computed upon the state inheritance taxes paid by the executors, which 
plaintiffs contend should have been deducted in computing the value of 
the estate for the purpose of measuring the federal tax; (3) for the 
amount of tax collected upon the value of the widow’s dower in decedent’s 
realty, which was included by the commissioner in the value of the gross 
estate. The provisions in the will for the benefit of the widow are in 
terms made “in lieu and bar of dower and thirds in my estate.” 

The recent decision of the supreme court in New York Trust Co. et al., 
as executors, v. Mark Eisner, decided May 16, 1921, expressly held that 
the federal estate tax act was constitutional and that by it a deduction of 
the New York transfer tax should not be allowed in computing the estate 
taxable under the federal act. Plaintiffs’ counsel seeks to distinguish 
this case on the ground that Justice Holmes, who wrote the opinion of the 
court, proceeded upon an erroneous theory in holding that the New York 
transfer tax was not a charge affecting “the whole estate.” 

Section 203 of the federal estate tax law defines as the taxable net 
estate the gross estate less various deductions and “such other charges 
against the estate as were allowed by the laws of the jurisdiction, whether 
within or without the United States, under which the estate is being 
administered. . . .” 

The supreme court affirmed the decision of Judge Mack, who said in 
his opinion: 

Estate taxes or probate duties levied by the state would fall within 
this clause (Northern Trust Co. v. Lederer, 257 Fed. 812); but taxes 
levied on the shares to be received by beneficiaries, reducing not the estate 
but the individual’s share can not be deemed a charge upon the estate 
merely because the duty with the corresponding liability and right to 
account in respect thereto in his estate accounts is imposed upon the 
executor or administrator to pay the tax before distributing the share 
itself. The nature of the tax as a succession not an estate tax remains 
unchanged, despite the additional obligation thus imposed. . 

Neither Judge Mack nor, I believe, Justice Holmes necessarily intended 
to hold that the tax was a tax upon the privilege of the legatee to receive 
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his legacy. Mr. Justice Holmes and Judge Mack, as well as the circuit 
court of appeals in the case of Prentiss v. Eisner (267 Fed. 16), spoke of 
the New York transfer tax as a succession tax, but the circuit court of 
appeals in Prentiss v. Eisner especially defined this tax as upon the 
privilege of decedent to dispose of his property to legatees mentioned in 
his will respectively. In the court below I had refused to allow the tax 
as a deduction from the legatee’s income taxes but without passing upon 
its precise nature. These various cases can be reconciled only upon the 
theory that the New York transfer taxes are not a charge upon the estate 
as a whole, but upon the particular gifts by the testator. These imposts 
are at different rates, depending on the relation of the beneficiary to the 
testator, and in some cases, where religious or charitable gifts are involved, 
no tax is exacted. But whatever be the nature or the incidence of the 
tax, the supreme court in the caseof New York Trust Co. et al., as 
executor, v. Eisner, supra, has expressly passed upon the question whether 
it can be deducted in computing the taxable estate and has held adversely 
to plaintiff's contention, and I am bound to follow this decision. 

As to the question whether the value of the widow’s dower in decedent’s 
realty should be deducted in computing the taxable estate, I am quite 
clear that the plaintiffs have made no case. The decisions of the New 
York courts as to the effect of the New York transfer tax act are uniform 
and hold that a devise or bequest in lieu of dower can not be diminished 
for purposes of taxation by the value of the widow’s dower right. (Matter 
of Riemann, 42 Misc. 648; Matter of Barbey, 114 N. Y. Sup. 725; Matter 
of Stuyvesant, 72 Misc. 295; and Matter of Church, 80 Misc, 447.) 

I think the argument of counsel for the defendant is sound that if the 
New York transfer tax act, which lays the tax on the value of the property 
passing to the beneficiary, does not allow a deduction of her dower right, 
such deduction can not be properly made under the federal estate tax act 
where taxation is based upon the estate which the decedent parts with. A 
legacy in lieu of dower after election resembles a residuary gift which 
becomes operative or is suggested by the refusal of a specific legatee to 
take. In the latter case, as was held in Matter of Wolfe (89 A. D. 349, 
affirmed 179 N. Y. 599), the tax is upon the amount received by the 
residuary legatee after the refusal of the specific legatee to take. 


For the foregoing reasons a verdict should be directed for the defendant. 


Charles Byers 


Charles Byers, certified public accountant of Texas, member of 
the American Institute of Accountants, died at Dallas, April 18, 1922, 
after a comparatively short illness. Mr. Byers was born in London in 
1865. He had practised accountancy in Australia, and had been in 
practice in this country for about twenty years. He was active in 
affairs of the Texas State Society of Certified Public Accountants 
and was highly esteemed in his profession. 


William T. McDowell 


William T. McDowell, C. P. A. (Pa.), member of the American 
Institute of Accountants, died April 19, 1922, after an illness lasting 
several months. Mr. McDowell was well-known among the 
accountants in Philadelphia and greatly respected. 
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ANALYSIS OF THE PROFIT-AND-LOSS STATEMENT 
Auditors’ reports usually contain a statement of some kind comparing 
the profit-and-loss statement of the year under audit with the statement 
of the preceding year. A common form of statement is illustrated below 
in condensed form. 


CoMPARATIVE ProFit-AND-Loss STATEMENT 


—Year 1920-—— —-Year 1921 
Dollars % Dollars % 
Less cost of goods sold ........ 210,000.00 75.00 185,000.00 82.22 
Gross profit on sales :......... 70,000.00 25.00 40,000.00 17.78 
Less selling expenses .......... 21,000.00 7.50 18,000.00 8.00 
Net profit on sales ............ 49,000.00 17.50 22,000.00 9.78 
Less general expenses ........ 28,000.00 10.00 20,000.00 8.89 
Net profit on operations ...... $21,000.00 7.50 $2,000.00 89 


Statements are also prepared showing the increase or decrease in each 
item and the rate of increase or decrease. 


CoMPARATIVE STATEMENT OF Prorit-AND Loss 


Year 1920 Year 1921 Increase or Decrease* 
$280,000.00 $225,000.00  $55,000.00* 19.64% 


Less cost of goods sold ... 210,000.00 185,000.00  25,000.00* 11.90 


Gross profit on sales ..... 70,000.00 40,000.00 30,000.00* 42.86 
Less selling expenses ..... 21,000.00 18,000.00 3,000.00* 14.29 
Net profit on sales ........ 49,000.00 22,000.00 27,000.00* 55.10 
Less general expenses .... 28,000.00 20,000.00 8,000.00* 28.57 


Net profit on operations .. $21,000.00 $ 2,000.00 $19,000.00* 90.46 


The increases and decreases are misleading if they are assumed to have 
a direct effect on the profits. The decreased sales, for example, do not 
decrease the profits to the extent of $55,000, because there should be a 
corresponding decrease in the cost of goods sold. On the other hand, 
the $25,000 decrease in cost of goods sold is not a very significant figure. 
The important point is: How much should the cost of sales have decreased 
to correspond with the $55,000 reduction in sales? These facts may be 
brought out somewhat more clearly by a statement in the following form. 
The 1921 figures “on the same basis as 1920” are computed by multiplying 
the 1921 sales by the cost and expense rates applicable to 1920. 
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— Year 1920— ——Year 1921—— 
On same Increase 
Dollars % Actual basis as 1920 Decr.* 


Less cost of goods sold .... 210,000 75.00 185,000 168,750 $16,250 


Gross profit on sales ...... 70,000 25.00 40,000 56,250 
Less selling expenses ...... 21,000 7.50 18,000 16,875 1,125 
Net profit on sales ........ 49,000 17.50 22,000 39,375 
Less general expenses ..... 28,000 10.00 20,000 22,500 2,500* 


Net profit on operations .. $21,000 750 $2,000 $16,875 


This statement ignores the fact that there may have been a change 
in the selling prices in 1921. It would be necessary to take this fact into 
consideration, particularly in determining what the cost of goods sold 
should have been in 1921, if there had been no changes in cost of sales. 
Giving consideration to a change in selling prices would affect the state- 
ment as follows: 

Assuming a 10% reduction in selling prices, the goods sold in 1921 
would have been priced at 1920 figures at $225,000 ~ 90% = $250,000. 

— Year 1920— -——Year 1921 

On same Increase 

Dollars % Actual basis as 1920 Decr.* 

$280,000 100.00 $225,000 $250,000 $25,000* 
Less cost of goods sold ... 210,000 75.00 185,000 187,500 2,500* 


Gross profit on sales ...... 70,000 25.00 40,000 62,500  22,500* 
Less selling expenses ..... 21,000 7.50 18,000 18,750 750* 
Net profit on sales ......... 49,000 17.50 22,000 43,750  21,750* 
Less general expenses ..... 28,000 10.00 20,000 25,000 5,000* 
Net profit on operations .... $21,000 7.50 $2,000 $18,750 $16,750* 


Per cent. decrease in selling prices: $25,000 + $250,000 = 10% 
Per cent. decrease in cost of sales: $2,500 + $187,500 = 14% 
Causes of Changes in Net Profit. 
Net operating profits vary from year to year because of changes in: 
Selling prices, 
Quantity of goods sold, 
Cost of goods sold, 
Selling expenses, 
General expenses. 


In explaining the methods which may be followed in preparing a 
statement accounting for the changes in profits caused by variations in 
the items just enumerated, the discussion of the effect of changes in 
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selling prices will be postponed until all the other items have been 
considered. 


Quantity of Goods Sold. 

The quantity of goods sold has a direct bearing on the gross profit. 
To illustrate the method of showing the effect upon profits of a variation 
in this item, the figures in the 1921 statement will be changed so as to 
eliminate variations in all other items. 


1920 1921 
Less cost of goods sold ............... 210,000.00 168,750.00 
Less selling expenses ..............+. 21,000.00 21,000.00 
Less general expenses ..............-- 28,000.00 28,000.00 
Net profit on operations ............. $21,000.00 $7,250.00 


The actual statement for 1921 is changed, in the foregoing statement, 
as follows: 

In 1920 the cost of goods sold was 75% of the sales; there was no 
change in selling prices in 1921, and if the cost of goods sold had not 
changed the cost of sales would have been 75% of $225,000, or $168,750. 
The selling and general expenses are also changed to make them agree 
with the 1920 figures. In this statement for 1921, therefore, the quantity 
of goods sold is the only item showing a variation from the 1920 figures. 
The rate of gross profit was the same in 1921 as in 1920. Hence the 
reduced profit is entirely due to decreased sales, and the amount of the 
reduction in profit is 25% (gross profit rate) of $55,000, the decrease 
in sales. 


STATEMENT ACCOUNTING FOR REDUCTION IN NET PRroFit 


Reduction net $ 13,750.00 


Accounted for as follows: 
Reduced sales: 


ReGertion te 55,000.00 
Multiply by rate of gross profit .............+++ 25% 
Gross profit lost on decreased sales ............- $ 13,750.00 
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Variation in Cost of Goods Sold. 

The figures for 1921 will now be re-stated, using the true cost of goods 
sold, $185,000. We now have two variations: a decrease in the quantity 
of sales and an increase in the cost of goods sold. Selling and general 
expenses are kept the same. 


1920 1921 
Less cost of goods sold .......<0.-.5. 210,000.00 185,000.00 
Less general expenses ................ 28,000.00 28,000.00 
Net profit or loss* on operations ..... $21,000.00 $9,000.00* 


As the quantity of goods sold and the cost of goods sold have both 
varied, our statement accounting for the reduction in profits must show 
the effect of these two variations, as follows: 


STATEMENT ACCOUNTING FOR REDUCTION IN NET PROFIT 


Tetal reduction tm profits $ 30,000.00 


Accounted for as follows: 
Reduction in sales: 


Gross profit lost: 25% of .......... 55,000.00 $ 13,750.00 


Increase in cost of sales: 
Cost of sales—1921 ............... $185,000.00 
If there had been no increase in 
costs, the goods sold in 1921 would 


have cost 75% of $225,000, or .... 168,750.00 
Total reduction in profit ............. $ 30,000.00 


Variation in Expenses. 


The original statement for 1921 will aow be used, thus involving changes 
in four items: quantity of sales, cost of sales, selling expenses and gen- 
eral expenses, 
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1920 1921 
Gross profit on sales ..............06. 70,000.00 40,000.00 
Less selling expenses ................ 21,000.00 18,000.00 
Less general expenses ................ 28,000.00 20,000.00 
Net profit on operations .............. $21,000.00 $2,000.00 


Our statement accounting for the change in net profit will now include 
four items and will take the following form: 


STATEMENT ACCOUNTING FOR REDUCTION IN NET PROFIT 


Accounted for as follows: 
Reduction in sales: 


Gross profit lost—25% of .............0005. 55,000.00 $ 13,750.00 
Increase in cost of sales: 
At 75% of sales, cost would have been ...... 168,750.00 16,250.00 
$ 30,000.00 
Decrease in selling expenses: 
Decrease in general expenses: 
20,000.00 8,000.00 11,000.00 
Reduction in met profit $ 19,000.00 
Summary. 


The preceding statements were based on the assumption that the cost 
of goods sold, and hence the gross profit on sales, should continue to be 
the same percentage of sales from year to year. On this assumption the 
statement accounting for the variation in profits shows the changes in 
profits due to 
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Change in sales: difference in sales multiplied by rate of gross profit 
of preceding ‘year. 

Change in cost of sales: difference between actual cost in second year 
and the amount the goods would have cost at the rates prevailing 
in the preceding year. 

Change in selling expense: difference between actual figures for the 
two years. 

Change in general expense: difference between actual figures for the 
twe years. 

Selling Expenses Proportionate to Sales. 

The management may believe that it is advisable and possible to keep 
the selling expenses, as well as the cost of goods sold, proportionate to 
sales. If this result is accomplished, the net profit on sales in the second 
year will be the same per cent. of sales as in the first year and any 
change in the amount of sales will result in a corresponding change in the 
net profit on sales. It is doubtful whether selling expenses can be kept 
proportionate to sales in many businesses, but if it is desired to show to 
what extent the selling expenses have varied from a uniform percentage 
of sales, the statement accounting for changes in profits may be prepared 
as follows: 


STATEMENT ACCOUNTING FOR REDUCTION IN NET PROFIT 


Accounted for as follows: 
Reduction in sales: 


225,000.00 
Net profit on sales lost: 17!%4% of .......... 55,000.00 $ 9,625.00 
Increase in cost of sales: 
At 75% of sales, cost would have been ...... 168,750.00 16,250.00 
Increase in sei!ing expenses ‘in proportion to sales) : 
Selling expenses—1921 18,000.00 
At 74% of sales, selling expenses would 
$ 27,000.00 
Decrease in general expenses: 
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General Expenses Proportionate to Sales. 


While it is difficult to keep the selling expenses in a uniform ratio to 
sales, it is even more difficult to keep the general expenses proportionate 
to sales, because the general expenses consist largely of fixed charges. 
If it were possible to keep the cost of sales, the selling expenses ani the 
general expenses in a uniform ratio to sales year after year, the net 
profit on operations would remain a uniform percentage of sales; and any 
variation in sales would cause a correspouding variation in the net profit 
on operations. 

To show how far the management has failed to keep these several ele- 
ments in a uniform ratio to sales, the statement may be prepared as follows: 


STATEMENT ACCOUNTING FOR REDUCTION IN Net PRorFit 
Net profit—1920 ... 


Reduction in net profit ............ $ 19,000.00 
Accounted for as follows: 
Reduction in sales: 


Net profit on operations—lost: 74% of .... 55,000.00 $ 4,125.00 


Increase in cost of sales: 


$185,000.00 
At 75% of sales, cost would have been .... 168,750.00 16,250.00 


Increase in selling expenses (in proportion to sales) : 


Selling expenses—1921 ......... 18,000.00 
At 74% of sales, selling expenses would 
$ 21,500.00 
Decrease in general expenses (in proportion to sales) : 
At 10% of sales (as in 1920) general expenses 
General expenses—1921 20,000.00 2,500.00 
Reduction in net profit ........+.seeeseceeceeeeeeereneeenees $ 19,000.00 


Variation in Selling Prices. 


To illustrate the method of showing the effect on profits of a reduction 
in selling prices, the statement for 1921 will be re-drawn on the assump- 
tion that selling prices were reduced 10%, while the quantity of sales, the 
cost of sales and the expenses remained the same as in 1920. 
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1920 1921 
Less cost of goods sold .............. 210,000.00 210,000.00 
proGt om 70,000.00 42,000.00 
Less selling expemses .............02. 21,000.00 21,000.00 
Less general expenses ............... 28,000.00 28,000.00 


Net profit or loss* on operations .... $21,000.00 $7,000.00* 


Since the same quantity of goods was sold in 1921 as in 1920, and since 
costs and expenses remained the same as in 1920, the entire change in 
profits was caused by decreased selling prices. 


STATEMENT ACCOUNTING FOR REDUCTION IN NET PRoFIT 


Accounted for as follows: 
Reduction in selling prices: 
Sales of 1921 at 1920 prices: $252,000 + 90% — $280,000.00 


Variation in Selling Prices and Quantity of Sales. 

The 1921 statement will now be changed as follows: 

Sales will be reduced from $280,000 to $225,000, the total decrease from 
the 1920 sales being the result of a 10% reduction in selling prices and 
a decrease in the quantity of goods sold: 

$225,000 — 90% = $250,000, the price at which the 1921 sales would 

have sold at 1920 prices. 

$280,000 — $250,000 = $30,000, decrease in sales (at 1920 prices). 

Since it is assumed that the goods cost the same in 1921 as in 1920, 
the cost of goods sold is shown at 75% of $250,000, or $187,500. 


1920 1921 
Less cost of goods sold .............. 210,000.00 187,500.00 
Less selling expenses .............+.. 21,000.00 21,000.00 
Less general expenses ............+:. 28,000.00 28,000.00 
Net profit or loss* on operations ..... $21,000.00 $11,500.00* 
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The following statement shows how the profits of 1921 were reduced 
by decreased selling prices and decreased quantity of sales. 


STATEMENT ACCOUNTING FOR REDUCTION IN NET PROFIT 


Accounted for as follows: 
Reduction in quantity of sales: 


Sales of 1921 at 1920 prices: 

$225,000 + 90% = 250,000.00 
Multiply by 1920 rate of gross profit ........ 25% 


Reduction in gross profit from decreased sales $ 7,500.00 
Reduction in selling prices: 


1921 sales at actual prices ...........cscceee 225,000.00 

Reduction in gross profit from decreased selling prices 25,000.00 


Variations in Selling Prices, Quantity of Sales and Cost of Goods Sold. 
To show the effect of changes in selling prices, quantity of sales and 


cost of goods sold, the last illustration will be changed by reducing the 
cost of sales from $187,500 to $185,000. 


1920 1921 
Less cost of GE 210,000.00 185,000.00 
Less selling expenses ................ 21,000.00 21,000.00 
Less general expenses ............... 28,000.00 28,000.00 
Net profit or loss* on operations ..... $21,000.00 $9,000.00* 
STATEMENT ACCOUNTING FOR REDUCTION IN NET PROFIT 
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Accounted for as follows: 


Reduction in quantity of sales: 


$280,000.00 
Sales—1921 at 1920 prices: 

$225,000 + 909% = 250,000.00 
Reduction in sales 30,000.00 
Multiply by 1920 rate of gross profit ........ 25% 


Reduction in gross profit from decreased sales $ 7,500.00 


Reduction in selling prices: 


1921 sales at 1920 prices ..........scccceeee 250,000.00 
1921 sales at actual prices .............00.. 225,000.00 
Reduction in gross profit from decreased selling prices 25,000.00 


Decreased cost of sales: 
If there had been no change in costs, the goods 
sold in 1921 would have cost: 


1921 sales at 1920 prices..... $250,000.06 
75% 187,500.00 
185,000.00 
Increase in gross profit from decreased costs 2,500.00 


Variations in Selling Prices, Quantity of Sales, Cost of Sales, Selling and 
General Expenses. 

To illustrate the method of showing how profits are affected by all of 

the changes enumerated, we shall now return to the original statements: 


1920 1921 
$280,000.00 $225,000.00 
Less cost of goods sold .............. 210,000.00 185,000.00 
Gross profit on gales 70,000.00 40,000.00 
Less selling expenses ................ 21,000.00 18,000.00 
Less general expenses ............... 28,000.00 20,000.00 
Net profit on operations .............. $21,000.00 $2,000.00 
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STATEMENT ACCOUNTING FOR REDUCTION IN NET PROFIT 


Net $ 21,000.00 q 


Accounted for as follows: 
Reduction in quantity of sales: 


Sales—1921, at 1920 prices. ...........002s00. 250,000.00 
Multiply by 1920 rate of gross profit ........ 25% 


Reduction in gross profit from decreased sales $ 7,500.00 
Reduction in selling prices: 


Reduction in gross profit from decreased selling prices 25,000.00 


Increased cost of sales: 


If there had been no increase in costs, the 
goods sold in 1921 would have cost: 


1921 sales at 1920 prices...... $250,000.00 
Cost on 1920 basis ........... 187,500.00 
Actual cost of 1921 sales ....... 185,000.00 2,500.00 
Reduction in selling expenses: 
21,000.00 
Reduction in general expenses: 
20,000.00 8,000.00 13,500.00 


Selling Expenses Proportionate to Quantity of Goods Sold. 

The statement may be altered to show how far the management has 
failed to keep the selling expenses proportionate to sales. If it is desired 
to bring out this fact, the statement may be prepared in the following 
manner. 
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TATEMENT ACCOUNTING FOR REDUCTION IN NET PROFIT 


Accounted for as follows: 
Reduction in quantity of sales: 


Multiply by 1920 rate of net profit on sales 17'4% 


Reduction in net profit on sales, from de- 


Reduction in selling prices: 
1921 sales at actual prices .............00.. 225,000.00 
Reduction in net profit on sales, from de- 
25,000.00 


Reduction in cost of sales: 
Cost of sales at 1920 figures would have been $187,500.00 
Cost of sales—1921l—actual ................ 185,000.00 


Increase in net profit on sales, from decreased 
Reduction in selling expenses (in proportion to 
quantity of goods sold): 
If the selling expenses had been kept in the 
same proportion to the quantity of goods sold 
as in 1920, the selling expenses of 1921 would 


have been 74% of $250,000 = 18,750.00 
Selling expenses—actual ....... 18,000.00 
Reduction in general expenses: 
20,000.00 


General Expenses Proportionate to Quantity of Goods Sold. 

The statement may also be prepared in such a way as to show to what 
extent the general expenses have varied from a uniform ratio to sales. 
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STATEMENT ACCOUNTING FOR REDUCTION IN NET PROFIT 


Met 2,000.00 


Accounted for as follows: 
Reduction in quantity of sales: 


Multiply by 1920 rate of net profit on operations TA% 
Reduction in net operating profit from decreased sales $2,250.00 
Reduction in selling prices: 
1921 sales at 1920 prices ..............eeeee $250,000.00 
Reduction in net operating profit from de- 


Reduction in cost of sales: 
Cost of sales at 1920 figures would have been $187,500.00 
Cost of sales—1921—actual ................. 185,000.00 


Increase in net operating profit from decrease 
Reduction in selling expenses (in proportion to 
quantity of sales) : 
If the selling expenses had been kept in the 
same proportion to quantity of goods sold as 
in 1920, the selling expenses of 1921 would 
have been: 714% of $250,000 = 18,750.00 
Selling expenses—actual .. 18,000.00 


750.00 
Reduction in general expenses (in proportion to 
quantity of sales) : 
If the general expenses had been kept in the 
same proportion to the quantity of goods sold 
as in 1920, the general expenses of 1921 would 


have been: 10% of $250,000 = 25,000.00 

General expenses—actual ...... 20,000.00 
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Rates of Change in Selling Prices Unknown. 

While the statements on the preceding pages furnish valuable infor- 
mation, they cannot be prepared in the form shown without definite knowl- 
edge of the rate of change in selling prices. This information is usually 
not obtainable; hence it is impossible to show the effect upon the profits 
of the changes in selling prices as well as in the cost of the goods sold. 

In such circumstances it may be assumed that any reduction in selling 
prices should be accompanied by a corresponding reduction in cost of 
sales. That is, if the goods sold cost 75% of the selling price in 1921, 
a reduction in the selling price should be accompanied by a sufficient 
reduction in costs so that the cost of sales will continue to be 75% of the 
selling price, and the gross profit will remain 25% of the sales. On this 
assumption the statement may be prepared as follows: 


STATEMENT ACCOUNTING FOR REDUCTION IN NET PROFIT 


Accounted for as follows: 
Decrease in sales: 


Multiply by rate of gross profit in 1920 ..... 25% 

Gross profit lost on decreased sales ........ $13,750.00 
Increased cost of sales—in proportion to sales: 


If the cost had been kept at 75% of the sales 
the cost would have been 75% of $225,000 168,750.00 16,250.00 


Total decrease in gross profit .............. 30,000.00 
Decrease in selling expenses: 

18,000.00 5,000.00 
Decrease in general expenses: 

28,000.00 
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Perhaps a more logical way of approaching the problem, particularly 
in a trading business where costs cannot be controlled, is to ascertain what 
the selling prices should have been to maintain the same rate of gross 
profit as in prior years. This fact may be brought out as follows: 


STATEMENT ACCOUNTING FOR REDUCTION IN Net ProFitT 


Accounted for as follows: 
From insufficient mark-up: 


In 1920 the rate of gross profit was 25%; 

hence the rate of mark-up was 334%. 

The cost of goods sold in 1921 was $185,000. 

At a mark-up of 334%% the sales for 1921 

should have been 1334%% of $185,000, or .... $246,666.67 
The sales for 1921 were ...... 225,000.00 


Profit lost from insufficient mark-up ..... or $21,666.67 


From reduced sales: 


Sales—1921—adjusted to 384%4% mark-up .... 246,666.67 


Decrease in selling expense 3,000.00 
Decrease in general expense 8,000.00 11,000.00 


Difference in Rate of Gross Profit. 

If it is desired to show the effect of a change in the rate of gross 
profit, without analyzing the causes of the change in gross profit to show 
how much of the change is due to a reduction in selling prices and how 
much to a variation in cost of goods sold, the statement may be prepared 
in the following manner: 


STATEMENT ACCOUNTING FOR REDUCTION IN NET PRroFit 


Net profit—1980 $ 21,000.00 
Reduction in net profit .........ccccccccvcccccscccccceseccess $ 19,000.00 
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Accounted for as follows: 
The gross profit in 1920 on $280,000 of sales was $76,000.00 
The rate of gross profit in 1920 was 25%, while 
in 1921 it was only 17.77+%. Therefore, if 


the sales in 1921 had been ..............4.. $280,000.00 
the cost of goods sold would have been 
$2.22+-% of $280,000, or 230,222.22 


and the gross profit would have been 17.77+% 
Therefore, even if the sales had been kept up 
to the 1920 figure there would have been a 
loss of gross profit amounting to ......... 20,222.22 
There was a further reduction in gross profit 
due to the fact that the sales of 1921 did not 


reach the 1920 figure of .............ceee. $280,000.00 
and the company lost 17.77+% on this de- 

Against this decrease in gross profit there are 

offsets due to the reduction in expenses: 
Selling expenses: 
18,000.00 3,000.00 
General expenses: 


Presentation to Edward E. Gore 

Edward E. Gore, member of council, American Institute of Account- 
ants, was guest of honor at a banquet at the Blackstone Hotel, Chicago, 
on April 27th. The banquet was given by the Illinois Society of Certified 
Public Accountants in recognition of the honor conferred upon Mr. Gore 
in his election as president of the Chicago Association of Commerce, and 
also in recognition of his services to the accounting profession. A solid 
silver tea and coffee set was presented by the society. Among the speakers 
were George W. Rossetter, chairman; Ernest Reckitt, Harry A. Wheeler, 
vice-president of the Union Trust Co.; Joseph H. Defrees, president, 
United States Chamber of Commerce; R. E. Heilman, dean of the school 
of commerce, Northwestern University. 
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CONDUCTED BY THE SPECIAL COMMITTEE ON ACCOUNTING TERMINOLOGY 
OF THE AMERICAN INSTITUTE OF ACCOUNTANTS 


At the annual meeting of the American Institute of Accountants in 1920 
there was discussion on the subject of accounting terminology which led 
to the appointment of a committee to carry on the work done by committees 
of the predecessor, the American Association of Public Accountants. 

It is superfluous to speak of the need for greater uniformity in account- 
ing terminology, for this is admitted on ail sides and is dwelt upon by 
practically all the recognized authorities on accounting matters. The need 
has of late become increased owing to the spread of accountancy, to the 
many new expressions used in cost accounting and to the wide study of 
economics. 

The committee was appointed and has now made sufficient progress in 
the preparatory work to warrant the announcement of what has been done 
and, more particularly, of what it is hoped will be accomplished. 

In order to secure the widest publicity possible and to ascertain the 
extent to which accountants in general are interested in this subject, THE 
JourNAL oF AccouNTANCY has decided to open a department of termin- 
ology. The length of the life of this department will depend entirely 
upon the interest displayed by readers, for the space in the JourNnat is 
limited and it is desired to use it in such a way as to give the greatest 
service to the greatest number. 

The aim of the committee is not so much to compile a list of terms 
as to formulate for each term a definition which describes the meaning 
attached thereto by the highest authorities in the country and where such 
authorities differ to furnish such reasons for the meaning selected as in 
the course of time may lead to its general adoption. 

The widespread approval which has been extended to Uniform Accounting, 
containing standard forms of balance-sheet and profit-and-loss statements, 
which was prepared by a committee of the American Institute of Account- 
ants and published by the Federal Reserve Board, is the basis of a hope 
that success may attend the present attempt to progress towards that 
uniformity which is generally desired. 

The general plan adopted by the committee is as follows: 

First: To prepare a list of all terms to be defined. This is to include 
such general terms in law, manufacturing, mechanical and other fields as 
are generally used by or should be understood by accountants. 

Second: To divide the words in this list into two classes: 

(a) Purely technical terms possessing only one meaning which can be 
expressed with comparative ease, such as card-ledger, imprest system, 
ratio, job order. 

(b) Such terms as those usually appearing in balance-sheets and profit- 
and-loss statements of which the use differs, such as net earnings, net 
profits, gross earnings, surplus, reserve funds, etc. 
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The committee proposes to define words in class (a) from the various 
available sources, and it is expected that such definitions will give rise to 
comparatively little discussion. 

The most difficult part of the work will be involved in the terms in 
class (b). Here the committee will prepare one or more definitions of each 
word and submit them for criticism to a number of recognized authorities, 
such as leading accountants and instructors in university schools ‘of 
accounting. 

The criticisms and suggestions received will be considered by the com- 
mittee; the definitions as submitted will be reviewed and, if necessary, 
re-drawn and will then be published in the Journat for further criticisms. 

It is hoped that by this means, a series of definitions can be drawn worthy 
to be published by the institute under some form of endorsement and 
approval. 

The committee has now compiled a preliminary tentative list of over 
5,000 words and the librarian of the institute has extracted from recognized 
authorities many thousand definitions. 

The committee feels most strongly that the value of the completed work 
must depend largely upon the codperation of all those interested in securing 
a uniform terminology, for in many of the most important cases the 
values of such definitions vary in accordance with the extent to which they 
are accepted by members of the profession. The definition depending upon 
the understanding of an individual or a small group of individuals is, 
generally speaking, of little use until adopted by the majority. 

If the work can be completed successfully the result will be a lexicon 
giving the best or most generally accepted interpretation of all accounting 
terms. It should tend to a uniform meaning applicable to any given term 
when used by accountants and may also have a secondary use as a work 
of reference in bringing together all related terms. 

The method of arrangement adopted differs from that followed in other 
word lists, for it is proposed to group all derivatives with their root-word. 
For example, the root-word “account” will be immediately followed by 
some two hundred kinds of account such as “active account,” “joint account,” 
“adjustment account,” etc. It is believed that this will afford a more 
useful result than the method usually adopted of placing “active account” 
under A and “joint account” under J. 

It is proposed to publish in the terminology department of the JouRNAL 
some of the principal root-words of class (a) such as “account,” “bond,” 
“book,” “stock,” with their derivatives, and to ask readers to make sugges- 
tions as to additions and definitions. In later numbers there may be pub- 
lished some or all of the definitions which they suggest. 

It is also proposed to publish simultaneously one or more of the class (b) 
terms, and to invite a full discussion thereon, for the committee will not 
make final recommendations on these words until it has the benefit of 
widespread criticism. 

The first list of words is published herewith, viz., “account” and its 
derivatives. The committee desires to include all “accounts” of a general 
nature, but it is manifestly neither possible nor desirable to include special 
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accounts used in some special undertaking and of which the name indicates 
the purpose, such as “saw-mill account” or “logging account” as used in 


the lumber business. 


This is an example of the many lines of limitation 


which it will be necessary to draw in order to determine what shall be 
included or what shall be omitted. The committee hopes to secure the 
assistance of all readers and to obtain the opinions of a large number of 
practising accountants. 

It will be seen from the above that one of the objects in view is to invite 


correspondence from any who are interested in the subject. 


All letters 


relating to it will be carefully considered and promptly acknowledged. 
They should be addressed to one of the undersigned. 


ACCOUNT 
abnormal business 
accrual 
active 
adjustment 
advance merchan- 

dise 
adventure 
advertising 
agency 
allowance 
amortization 
appreciation 
appropriated 
surplus 
appropriation 
asset 
assigned 
audit fee 
bad 
balance 
balancing 
bank 
bank current 
bank deposit 
bear 
bond 
bond premium (or 
discount) 
bond redemption 
bond subscription 
bonus 
branch 
branch office 
burden 
by-products 
capital 


capital stock 
authorized 

capital stock 
unissued 

capital stock pre- 
mium (or dis- 
count) 

capital stock sub- 
scription 

carriage 

cash 


WALTER MuckKLow, 


Hill building, Jacksonville, Florida. 


Epwarp H. Moeran, 


120 Broadway, New York. 


J. Hucu Jackson, 


56 Pine street, New York. 


customers 
damage 
dead 
deficiency 
deficit 
departmental 
departmental cost 
depletion 
deposit 
depreciation 
discount 


cashier’s defalcation discount on pur- 


or embezzlement 


change 
charge and dis- 
charge 
charges 
clearing 
closing 
commission 
composite 
consignment 
consolidation 
construction 
contingent 
contra 
contract cost 
controlling 
corporeal 
corpus 
cost 
cost of sales 
cost single 
cost terminal 
counterbalancing 
coupons payable 
current 


chases 
discount on sales 
discretionary 
dividend 
dividend declared 
dividend reserve 
donations 
dormant 
doubtful 
doubtful accounts 
drawing 
duplicate gas (or 

electric) charges 
duty 


factory 

fictitious 

final 

financial 

finished goods (or 
stock) 

fire 

fire loss 

freight and express 

freight inward 

freight outward 


goodwill 
group 
head office 
idle time 
impairment 
impersonal 
improvement 
inactive 
income 
income and expen- 
diture 


earnings and income income taxes 


economic 
entertainment 
equalization 
equipment 
estate 
estimated cost 
exchange 
executorship 
e-pense 
exterior 
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indicant 

indirect expense 

individual 

injuries or damages 

instalment 

insurance 

interest 

interest and dis- 
count 

interest payable 
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interest receivable 

interior 

intermediate 

internal 

inter se 

investment 

jobbing 

joint 

joint facility 

joint venture 

jurisdicial 

labor 

leasehold 

legal 

iiability 

liquidation 

liquidators 

loan 

loss and gain 

loss or gain on 
exchange 

machinery 

maintenance 

manufacturers 

manufacturing 

manu facturing 
expense 

material 

mercantile 

merchandise 

merchandise pur- 
chase 

merchandise sales 

mixed 

multiple cost 

mutual 

negative 

net worth 

new 

nominal 

open 

optional 


organization 
expense 

outlawed 

output cost 

outstanding 

overhead 

overs and shorts 

oversold 

packages 

patrons 

personal 

plant 

power 

primary 

private 

private ledger 

process cost 

profit and loss 

property 

property reserve 

proprietors 

provision (for fed- 
eral taxes, etc.) 

public 

purchase 

real 

real estate 

realization 

realization and 
liquidation 

receipts and pay- 
ments 

receiver’s cash 

receiver's equity 

receiver’s profit 
and loss 

reconciliation 

remittance 

renewal 

repair and renewal 

representative 

reserve 


reserve fund 
residuary 
revenue 
running 
salaries 
sales 
salvage 
scrip 
secured 
shipment 
short 
simple 
single 
single cost 
sinking fund 
sinking-fund 
income 
sinking-fund 
reserve 
sleeping 
slow 
small tools 
special 
spoilage 
statistical 
stock 
stores 
subprimary 
subscription 
summary 
sundries 


sundry creditors 
sundry debtors 
sundry persons 


surplus 


suspended cost (or 
expense) 

suspense 

taxes 

terminal 

the 

tools 

trading 

tramways 

treasury stock 

trust 

trustee 

trustee’s cash 

unabsorbed (or 
over-absorbed ) 
burden 

unappropriated 
surplus 

uncollectible 

under-payments 
and over- 
payments 

undistributed 

undistributed 
adjustments 

unrefundable 
overcharges 

valuation 

venture 

voyage 

wages 

working 

working cost 

work in process 
(or progress) 


ACCOUNT CURRENT 
ACCOUNT PAYABLE 
ACCOUNT RECEIVABLE 
ACCOUNT RENDERED 
ACCOUNT STATED 


New York State Society of Certified Public Accountants 


At the annual meeting of the New York State Society of Certified 
Public Accountants held May 8, 1922, the following officers were 


elected for the ensuing year: 
vice-president, 


first 


Charles 


S. McCulloh; 


President, Robert H. Montgomery; 
second vice-president, 


Francis R. Clair; secretary, James F. Farrell; treasurer, Willis S. 
Whittlesey; directors to serve two years: William H. Bell, David 
Berdon, Paul-J. Esquerré, Patrick W. R. Glover, James F. Hughes 
and Jacob Shapiro. 


L. H. Conant & Co. announce the removal of their offices to 709 Sixth 
avenue, New York. 
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Book Reviews 


TELEPHONE RATES AND VALUES, by Cuartes W. McKay. The 
Cornhill Publishing Co., Boston. 245 pp., cloth. 


An engineer’s text-book on the subject of appraising the property 
of telephone companies for rate-making purposes. The author 
assumes, rightly I think, that courts and commissions are fairly com- 
mitted to the doctrine of reproduction new less depreciation as the 
main basis of valuation for rate-making purposes, so his manual is 
devoted to the proper methods and procedure to be followed in 
making an inventory of the plant, ascertaining fair unit costs, and 
building up scientifically from these the fair value on which rates 
which will produce a fair return may be fixed. He includes, of 
course, the intangible, or “non-physical,” as he prefers to call them, 
assets, i.e. the cost of franchises, cost of establishing business (or 
going value) and the cost of financing. 

As might be expected from an engineer, practicality is the key-note 
of the book—what to do, how to do it, with occasional pertinent 
explanations of why it should be done—e. g., his careful discussion of 
the various types of depreciation peculiar to telephone plants. It is 
a book for engineers by an engineer, but one that every accountant 
with public utility connections can read with profit. While it deals 
with telephone properties i; particular there is much that applies to 
all other forms of utilities, and a thorough understanding of the 
principles and methods involved will go far to lessen friction between 
engineer and accountant, each of whom has his own function, as Mr. 
McKay well states (p. 185). 

Wisely, I think, the author avoids much discussion of theories of 
valuation in the abstract. Wherefore I wonder that he should have 
included Dr. Maltbie’s paper on the appreciation of land as income. 
Of course, he is not to be held responsible for the doctor’s ingenious 
argument, but it is apt to mislead the unwary student since there is 
no contrary authority given to offset it. But surely it must have 
occurred to Mr. McKay that there is a vast difference between charg- 
ing operating expense with current depreciation, that is known to be 
going on, and crediting income with appreciation that is not realized, 
may never be realized and certainly cannot be unless and until the 
land is sold! How would he replace a worn-out unit with the appre- 
ciated value of the land? Incidentally, Dr. Maltbie’s jocose illustra- 
tion of the income tax (p. 175) is singularly inapt. Since when has 
the treasury department required a taxpayer to return as income the 
appreciation of unsold land? 

W. H. Lawton. 


COST. CONTROL AND ACCOUNTING FOR TEXTILE MILLS, by 
Eucene Szepesi. Bragdon, Lord & Nagle Co., New York. 441 pages. 
In this book the author approaches his subject in a way that is 
different from the usual cost accounting textbook. The industrial 
accountant will find the subject discussed in language with which he 
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is familiar. Methods are suggested, followed by arguments for their 
adoption which should enable the accountant to make his own 
decision as to the desirability of the plans proposed. The public 
accountant, who is interested in cost accounting for textile mills, 
will find here an explanation of the manufacturing processes together 
with statements and illustrations of the means employed to obtain 
the costs. Many acountants will not agree with some of the methods 
suggested; nevertheless they are thought-provoking and may incline 
some to be a little more practical and a little less theoretical. It is 
an interesting book, well worth reading, and would be an addition 
to any accountant’s library. 
C. B. 


American Institute of Accountants 


REGIONAL MEETING, CLEVELAND, MAY 6, 1922 


A regional meeting of the American Institute of Accountants was held 
at Cleveland, Ohio, May 6, 1922. Representatives of western New York, 
western Pennsylvania, West Virginia and Ohio were present. The chair- 
man of the committee on arrangements, Charles Cullen Roberts, presided, 
and there were nearly 200 persons in attendance. After consideration of 
invitations for the next meeting of the region, it was decided that the 
meeting should be held at Cincinnati on November 11, 1922. George R. Lamb 
of Cincinnati was appointed chairman of the committee on arrangements. 

A paper entitled Training Young Accountants* by John R. Wildman was 
read and followed by discussion led by W. A. Coy. Following the discus- 
sion a resolution was adopted to the effect that in view of the demand for 
university training for accountants, an effort should be made to encourage 
the establishment of a school of accountancy and business administration 
at Western Reserve university, and that the American Institute of Account- 
ants should be requested to approve the course of technical study. The 
chair appointed, as a committee to discuss the matter with the Western 
Reserve university and with the American Institute of Accountants, W. F. 
Vieh, A. G. Potter and W. A. Coy. 

John B. Niven read a paper entitled Why Accounting Is a Profession 
and Not a Business. The discussion was led by L. W. Wilson. 

M. Hazel Geisler spoke on the subject Woman's Place in the Accounting 
Profession. 

W. S. Hallanan, state tax commissioner of West Virginia, read a paper 
dealing with the sales tax of West Virginia. This paper was followed by 
general discussion. 

J. Hugh Jackson presented a paper on the subject Treatment of Redemp- 
tion Funds.* The discussion was led by G. R. Lamb. 

At the banquet in the evening at the Hotel Cleveland, the toastmaster 
was E. W. Doty and the speakers were Carl H. Nau, president of the 
American Institute of Accountants, Edward E. Gore, A. P. Richardson, 
E. H. Jaynes and H. C. Robinson. 


*Published in this issue of Tue Journat or ACCOUNTANCY. 
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“Commission Problems Simplified” 
Editor, The Journal of Accountancy: 


Sir: Have you not erred in entitling Mr. Mahoney's article on com- 
mission problems in the April JourNAt “simplified”? I much doubt if there 
is any practising accountant worthy of the name who cannot solve the 
simple algebraic formule required for these problems with more ease than 
he can solve them by Mr. Mahoney’s method. 

I have indicated the formulz and solutions for the benefit of those who 
may have such commissions and taxes to compute. The only estimate 
called for is the number of whole thousands of taxable income. 


I 
Let + = commission 
then net income = 10x 
taxable income = 23462.04 — x 
total income and surtax = 9.95% (0000) plus 
17% (23462.04 — x — 20000) equals 2578.55 — .17x 


10x plus x plus (2578.55 — .17”) = 23,462.04 
10.83. = 20,883.49 
x= 1,928.30 = commission 
21,533.74 = taxable income 
2,250.74 = total income and surtaxes 
19,283.00 = net income = ten times commission. 


II 


Let = commission then 23462.04 — x = taxable income 
then 10% = increase in net profits 
9763.26 plus 10% = net profits for current year 
income and surtax = 9.95% (20000) plus 17% (2000) plus 
18% (23462.04 — « — 22000) equals 2593.17 — .18% 


x plus (9763.26 plus 107) plus (2593.17 — .18%) = 23462.04 
10.824 = 11105.61 
x= 1026.39—= commission 
22435.65 = taxable income 
2408.42 = income and surtaxes 
20027.23 = net income current year 
9763.26 = net income last year 
10263.97 = increase in net income = ten times comm. 


III 
Let + = net profits 
then .15+ = commission 
19764.80 — .154 = taxable income 
excess-profits tax = 20% (6600) plus 40% (1976480 — 15+ — 
16000) eyuals 2825.92 — .06x 
normal tax = 10% (19764.80 — .lb4 — (2825.92 — 06x) — 2000) 
equals 1493.88 — .009x 


ax + 5x + (2825.92 — 067) + (1493.88 — .009%) — 19764.80 
1.0814 = 15445.00 
# == 14287.69 = net profits 
2143.15 = commission 
17621.65 = taxable income 
1968.66 = excess-profits tax 
1365.30 = normal income tax. 
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IV 
Let x = net profits 
then commission = 15% (5000) + 10% (5000) + 5% (+ — 10000) = 
750 + 
taxable income = 19764.80 — (750 + .05x) 
excess-profits tax = 20% (6600) + — [19764.80 — (750 + .05x) 
minus 16000] equals 2525.92 — . 
normal tax = 10% [19764.80 — 7) + 052) — (2525.92 — 024) — 
2000] equals 1448.88 — .003x 


a + (750 + 054) + (2525.92 — .02*) + (1448.08 — .003%) 1976480 
1.0274 = 15040 
# = 14644.59 = net profits 
1482.23 = commissicn 
18282.57 = taxable income 

2233.03 = excess-profits tax 

1404.95 = normal tax. 
As said before, these solutions are so rational and so simple, it is doubtful 

if any accountant will attempt to use Mr. Mahoney’s method in practice. 
Yours truly, 


Paul, Idaho, April 10, 1922. Warp Fugua. 


Treatment of Obsolescence 
Editor, The Journal of Accountancy: 


Sir: I have read Mr. Adams’ communication regarding my article on 
obsolescence with much interest. It is not my intention to elaborate on 
the subject here, but to point out what appears io me to be an inconsistency 
in Mr. Adams’ interpretation. In the third paragraph of his letter he says: 

“As regards the latter part of the thesis, I believe most of us would 
agree with Mr. Saliers in principle [that the unreturned cost of obso- 
lete machinery should be amortized by adding it to the cost of new 
machinery], whether by addition to the new machinery cost or by an 
amortization account, the latter method being preferred by the writer 
in most instances . . . 


In the seventh paragraph Mr. Adams says: 


“But is it necessary or advisable to wait until new methods and new 
machinery are on the market before providing for obsolescence? . . . 
Is it not desirable to make some provision therefor ?” 

In his last paragraph Mr. Adams says: 
. in the majority of cases it would seem that the best method 


of inclusion would be, as it usually i is to-day, as a factor in determining 
a proper depreciation rate.” 


I submit that Mr. Adams, after recognizing the propriety of capitalizing 
obsolescence, either by adding it to cost of new machinery or by means of 
an amortization account, completely reverses his stand when he advocates 
including an allowance for obsolescence in the depreciation rate. 

I believe that there are several reasons why obsolescence should not be 
covered in the depreciation rate, the most important single reason being 
that to treat it so makes it impossible to establish scientific depreciation rates 
based on experience. Obsolescence is too uncertain to be permitted to be 
confused with depreciation. 


“ 


Sincerely yours, 


A. SALIERs. 
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Current Literature 


Compiled in the Library of the American Institute of Accountants 


{Photostatic reproductions (white printing on a black background) of 
most of the articles listed in THE JouRNAL oF ACCOUNTANCY or Accountants’ 
Index may be obtained from the library of the American Institute of Account- 
ants, 185 Cedar Street, New York, at a rate of 25 cents a page (8% in. x 
11 in.) or 30 cents a page (11% in.x 14 in.) plus postage. Members and 
associates of the American Institute of Accountants are entitled to a dis- 
count of 20 per cent. Identify the article by author, title, name of 
periodical in which it appeared, date of publication and paging. Payment 
must accompany all orders.] 


ACCOUNTANT’S OFFICE 
Accounting 
Loveday, R. E. Complete Bookkeeping System for a Practising Profes- 
sional Accountant. INCORPORATED ACCOUNTANTS’ JoURNAL, April, 1922, 


. 162-7, 
ACCOUNTING 

Dicksee, Lawrence R. Fundamentals of Accountancy. ACCOUNTANTS’ 
JournaL, April, 1922, p. 738-43. 

Perkins, Lee. Plant Accounts in Invested Capital. JourNaL or ACCOUNT- 
ANCY, May, 1922, p. 331-8. 

Rhodes, George. Scientific System of Accounting. ACCOUNTING, COMMERCE 
AND INSURANCE, Feb. 28, 1922, p. 299-306. 

Sprague, Charles E. Philosophy of Accounts. Ed. 5. New York, Ronald 
Press Company, 1922. 183p 

Dictionaries, Encyclopedias, Etc. 

Pixley, Francis W. ed. Accountant’s Dictionary; a comprehensive ency- 
clopedia and direction on all matters connected with the work of an 
accountant; illustrated with the necessary forms and documents. 2 v. 
London, Sir Isaac Pitman & Sons, 1922. 

Problems 

Elwell, F. H. Laboratory Manual; cost accounting. 1921 ed. Madison, 
Parker Co. 35p. 

Elwell, F. H. Laboratory Manual; theory and practice of accounting. 
1921 ed. Madison, Parker Co., i921. 111 p. 

Hayward, William R. and Isaac Price. Progressive Problems in Book- 
keeping and Accountancy. New York, The Macmillan Company, 1922. 


149 p. 
AGRICULTURE 
Cost Accounting 
Jensen, W. C. Cost of Production of Farm Products; methods of deter- 
mination, with examples for leading South Carolina crops. Clemson 
College, 3 C., Clemson Agricultural College, 1921. 29p. (Extension 


Bulletin 49.) 
AUTOMOBILES 
National Automobile Chamber of Commerce. Addresses Delivered at 
Highway Transport Conference, New York, 1920. 15p. 
ONTENTS: Farm market by F. W. Fenn; j. D. Eggleston; Cost accounting, 


routing and dispatching by S. S. Merithew; Incentives for drivers and hel pers 
by Harold B. Weaver. 


Accounting 

California. Railroad Commission. Uniform Classification of Accounts for 
Class A Automotive Transportation Companies, effective January 1, 1922. 
Sacramento, 1921. - 38 p. 

Fenn, F. W. Organization and Operation of a Rural Motor Express Line. 
New York, National Automobile Chamber of Commerce. 8 p. 

BALANCE-SHEETS 

Adamson, R. Criticism of a Balance-sheet. AUSTRALASIAN ACCOUNTANT 
AND SECRETARY, April, 1922, p. 106-9. 

Palmer, L. E. Prepaid Expenses and Their Treatment in the Balance-sheet. 
HASKINS AND SELLts BuLtetin, April, 1922, p. 26-7. 
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BANKS AND BANKING 
Garber, Osborne. wentieth Century Bank Accounting; a treatise on 
modern banking as illustrated in the business transactions which accom- 
pany this text. Ed. 2. Cincinnati, O., Southwestern Publishing Co., 
1922. 79p. 
Loe, C. J. Central Customers’ Liability Record. Guaranty News, April, 


1922, p. 18-24. 
BOILER PLANTS 
Valuation 
Brewer, Allen F. Valuation of the Boiler Plant. Compustion, Feb., 1922, 


Contains depreciation rates. 
BUDGETS 
Business 

Harris, D. W. Budget System in Modern Management. NATIONAL ELECTRIC 

Licguot AssociATION BULLETIN, May, 1922, p. 282-6. 
CANNING AND PRESERVING 
Costs 

United States. Federal Trade Commission. Report on Canned Foods, 1918, 
Corn, Peas, String Beans, Tomatoes and Salmon, Nov. 21, 1921. Wash- 
ington, Government Printing Office, 1922. 86p. 

CLAY INDUSTRY 
Cost Accounting 

Farnham, Dwight T. Cost System as an Aid to Efficient Plant Control. 
JouRNAL OF THE AMERICAN Ceramic Soctety, Jan., 1922, p. 43-7. 

Kaeppel, Arthur H. Controlling Efficiency in the Clay Plant; a system 
which will enable the manager to tell at once whether the product is 
being produced at the lowest cost—shows efficiency of separate depart- 
ments. Brick AND CLAY Recorp, Aug. 9, 1921, p. 188-91. 

COAL TRADE 
Accounting 

Hafner, G. W. Accounting as Applied to Retail Purchases; purchase order 
system, vouching purchase invoices, stores record procedure, method of 
costing sales, how control may be exercised over coal carried in stock. 
Brack Dramonp, Nov. 26, 1921, p. 531-3. 

Hafner, G. W. Accounting for Fuel Sales; developing credit record infor- 
mation, routine of sales orders and invoices, and sales accounting pro- 
cedure. Brack Diamonp, Dec. 31, 1921, p. 680-2. 

Hafner, G. W. Accounting—Industry's Guide and Light; exact knowledge 
of your affairs, based on facts and figures, is the only guaranty of ade- 
quate profit. Brack D1amonp, Sept. 24, 1921, p. 289-90. 

Hafner, G. W. Fundamentals of Good Cost Accounting; accurately to 
record and vividly to portray all transformations of cash is the purpose 
of accounting. Brack Diamonp, Oct. 29, 1921, p. 40. 

COST AND FACTORY ACCOUNTING 

Brown, Edward. Costing of Furnace Products. Cost AccounTANt, April, 
1922, p. 250. 

Costing nm Industry. ENGINEERING AND INDUSTRIAL MANAGEMENT, April 
20, 1922, p. 357-60. 

Denham, Robert S. Engineering Methods Applied to Cost Finding. Pt. 4. 
INDUSTRIAL MANAGEMENT, May, 1922, p. 310-2. 

Lybrand, W. M. Modern System of Cost Accounting Gives Manufacturer 
Current Data Instead of History, He Tells Hearers; reprinted from the 
Rochester Times-Union of March 20, 1922. L. R. B. & M. Journat, 
March, 1922, p. 1. 

Moore, J. H. Simple Cost System Proves Efficient; checking progress of 
work, following the job through the factory, keeping record of rejected 
parts, using both sides of card gives complete story of piece. CANADIAN 
MACHINERY AND MANUFACTURING News, April 13, 1922, p. 19-20. 
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Scovell, Clinton H. and Others. Cost Accounting as an Aid to Executive 
Control. (In Society of Industrial Engineers, Industrial Leadership; 
complete report of the proceedings of the spring national convention, at 
Milwaukee, Wisconsin, April 27, 28 and 29, 1921. E. L. Ryerson, Sec., 
Joseph T. Ryerson & Son, Chicago. p. 107-25.) 

Whitehouse, G. E. Human Element in Cost Accounting. Cost Account- 
ANT, April, 1922, p. 248-9. 

William, C. B. Where to Stop in Price Cutting; how manufacturers may 
determine when they are defeating their own purpose by forcing business ; 
practical suggestions for distribution of overhead expense during ab- 
normal times; an expert cost accountant’s view. Iron Trape Review, 
Feb. 2, 1922, p. 330-2. 

Wolfe, I. W. Essentials of a Cost System. INLAND Printer, Dec., 1921- 
Feb., 1922, p. 329-30, 475-6, 620-1. 

Overhead 

Haigh, C. Distribution of Manufacturing Expense. CANADIAN MACHINERY 

AND MANUFACTURERS’ REcorpD, Oct. 13, 1921, p. 34-6. 
COSTS 

Sharp, Milton S. How to Reduce Production Costs. AccouNnTANT, April 
22, 1922, p. 559-60. 

DEPRECIATION, DEPLETION AND OBSOLESCENCE 

Should Depreciation be Deducted from Original Cost? ENGINEERING AND 
ContTrActTiInG, April 19, 1922, p. 366-7. 

Public Utilities 

Mathews, G. C. Depreciation. NationaL Exectric Licut AssociaTION 

Bu.tetin, May, 1922, p. 303-5. 
EDUCATION 

Bacas, Paul E. Correlation of Accounting Instruction in Universities with 
the Needs of Public Accountants; a paper read at the convention of the 
American Association of University Instructors in Accounting recently 
held in Pittsburgh. L. R. B. & M. Journat, Feb., 1922, p. 1-3, 20. 

ELECTRIC AND STREET RAILROADS 
Accounting 


Maintenance Costs Should Be Kept on a Comparable Basis. FE ectric 
RaiLway Journat, April 29, 1922, p. 702. 
Cost Accounting 
Stratton, A. J. Convenient Forms Simplify the Making of Cost Records; 
on medium sized roads with limited office forces collection and preparation 
of accurate data for costs of construction and for maintenance work 
present a considerable problem. Execrric Ramtway Journat, April 15, 
1922, p. 630-1. 
ELECTRIC-LIGHT AND POWER COMPANIES 
Cost Accounting 
Charlesworth, C. W. Electricity Supply with Special Reference to the Cost 
of ego of Electrical Energy. Pt. 2. Cost Accountant, April, 


1922, p. 222 
ENGINEERING 
Cost Accounting 
Gillette, Halbert Powers and Richard T. Dana. Construction Cost Keeping 
and Management. New York, McGraw-Hill Book Company, 1922. 572 p. 
EXAMINATIONS 
C. P. A. 
Newlove, George Hillis. C. P. A. Accounting Theory Questions and 
Problems. 2v. New York, Association Press, 1921. 
Newlove, G. H. Solutions to Problems in C. P. A. Accounting. 2v. New 
York, Association Press, 1921. 
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EXECUTORS AND TRUSTEES 
United States 

Brady, John Edson. Management of Decedents’ Estates. BANKING Law 
JourRNAL, May, 1921—April, 1922, p. 321-31, 404-14, 533-9, 608-16, 695-704, 
773-82, 811-8, 887-94, 63-8, 132-9, 209-17, 283-92. 

EXPORT TRADE 
Accounting 

Lowe, Herbert I. Method of Procedure in Export Accounting. Pace 

StupDENT, May, 1922, p. 81-4. 
FERTILIZER 
Cost Accounting 

Batchelor, L. D. and D. C. Wylie. Preliminary Report of Walnut Fertilizer 

Trials. Diamonp Branp News, March-April, 1922, p. 6-8. 
GRAPHIC METHODS 

Bivins, Percy A. Charting as an Aid in Stabilizing Profits. InpusTRIAL MAN- 
AGEMENT, May, 1922, p. 257-65. 

GROCERY TRADE 

New York (State). Department of Farms and Markets. Retail Grocery 
Stores; a study of certain problems of the retail grocer in New York 
city; results of investigations conducted during the war period by the 
New York Federal Food Board and the New York State Food Com- 
mission. Albany, 1922. 30p. 

INVENTORIES 

Auditors and Stock Valuations. INcorPporATED ACCOUNTANTS’ JOURNAL, 
April, 1922, p. 154-5. 

Doyle, George R. One Dollar a Year for Inventory; suggestions and forms 
for se a hard job easy. Domestic ENGINEERING, Feb. 4, 1922, p. 
217-8. 

Stock Valuation. AUSTRALASIAN ACCOUNTANT AND Secretary, April, 1922, 


p. 97-101. 
INVESTIGATIONS 
Burton, John H. Financial Investigations. Accountant, April 8, 1922, 


p. 481-7. 
KNIT GOODS 
Accounting 
Piper, A. A. Accounts of Cotton Hosiery Manufacturers. JouRNAL OF 
AccounTANCY, May, 1922, p. 348-53. 
LIVESTOCK 
Accounting 
Hungerford, C. Accounts of Sheep Stations Managed by Trustees. Pustic 
AccounTANT, March, 1922, p. 275-84. 
MEAT TRADE 
Costs 
Operating Expenses and Profits in the Retail Meat Trade; from United 
States Department of Agriculture, Bureau of Markets and Crop Esti- 
mates. Survey of the Retail Meat Trade, Operating Expenses and 
Profits. Montury Lasor Review, April, 1922, p. 680-6. 
MECHANICAL DEVICES 
Casson, Herbert N. Mechanical Accountancy. ACCOUNTANTS’ JOURNAL, 
April, 1922, p. 729-31. 
MINING AND METALLURGY 
Accounting 
McGrath, T.O. Mine Accounting and Cost Principles. New York, McGraw 
Hill Book Company, 1921. 257 p. 
MONUMENTS 
Cost Accounting 
Gale, D.C. Letters to Teach the Dealer to be a Better Merchant. Printers’ 
INK, Jan. 5, 1922, p. 111-5. 
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Current Literature 


MOTOR BUSES 
Accounting 
California. Railroad Commission. Uniform Classification of Accounts i 
Class A Automotive Transportation Companies, effective January 1, 1922. 


Sacramento, 1921. 
MUNICIPAL 
. Accounting 
Godfrey, O. J. Municipal Bookkeeping and Auditing. 2v. Toronto, Cars- 
well Company, 1920. 
Vol. 1. Rural municipalities, small towns, villages, hospitals, rural telephones 
and schools. 
Vol. 2. Large towns and cities, their books, finances and balance-sheets. 
Jolly, W. A. Local Government Accounts and Finance. AUuSTRALASIAN 
ACCOUNTANT AND Secretary, April, 1922, p. 121-6. 
Suffern, Edward L. Municipal Accounting in New Jersey. JoURNAL OF 
AccounTANCY, May, 1922, p. 321-30. 
Finance 
McCall, J. H. Law of Municipal Finance. Accountants’ JourNAL, April, 


1922, p. 749-53. 
OFFICE MANAGEMENT 
Boston Chamber of Commerce. Practical Experience in Office Management. 
Boston, Boston Chamber of Commerce, 1921. 48 p. 


PLUMBING 


Bullard, J. E. Reducing the Waste of Material; a method of keeping track 
of material which in actual operation is satisfactory in stopping waste 
and loss. SANITARY AND HEATING ENGINEERING, Sept. 23, 1921, p. 193, 198. 

Cost Accounting 
Chart of Fixed Charges or Operating Costs. HEATING AND VENTILATING, 


Sept., 1921, p. 50-1. 
POWER PLANTS 
Cost Accounting 
Hermann, C. C. Power Plant Performance and Cost Record. INDUSTRIAL 
MANAGEMENT, May, 1922, p. 313-7. 
PROFITS 
McKay, Charles W. What is Investment? a study of the correlation of 
profit and investment. INDUSTRIAL MANAGEMENT, May, 1922, p. 282-6. 
RAILROADS 
Accounting 
Schwinn, F. S. Cost of Treating Ties Should Not Be Charged to Main- 
tenance; correspondence. Rartway AcE, April 29, 1922, p. 1003-4. 
REPORTS 
Pales, J. M. Comment as a Part of Accountants’ Reports. HAsSKINS AND 
Setts Butetin, April, 1922, p. 27-31. 
RETAIL TRADE 
Accounting 
Minster, Leopold. Retail Profits, Turnover and Net Worth; simple methods 
of determining gross profit, expense and net profit in any size of store; 
with concise forms for approximating stock on hand any month, week 
or day, and finding average stock and turnover; reprinted from Atlantic 
Coast Merchant. New York, U. P. C. Book Company, cl1921. 48 p. 
Risque, F. W. Bookkeeping and Business Management; a complete guide to 
modern practice written so anyone may understand it and with 70 forms 
filled in to show how the actual entries are made. Tells how to select 
a set of books to fit any business and explains how to open them, make 
all necessary entries and close them. The reasons why are given in all 
cases. Gives special attention to financial statements for creditors, 
trade acceptances, mercantile agency works, stock and purchase records, 
cost and price books, want books, etc. New York, U. P. C. Book 
Company, Inc., c1922. 
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SCHOOLS, COLLEGES, ETC. 

Bureau of Municipal Research. Interim Reports of the Toronto School 
Survey, 3 Purchasing, 4 Stores, 5 Acccunting. Feb., 1921. 189 Church 
street, Toronto. 47 p. 

SHIPS AND SHIPPING 
Costs 

Annin, Robert E. American Ships Now Operating on Economical Basis; 
experienced ship operator outlines savings already accomplished, over- 
head, stevedoring, manning schedules, wages and subsistence reduced. 
MARINE ENGINEERING, Jan., 1922, p. 8-10. 

Petersen, Carl E. Economics of Operating Reconditioned Liners. MARINE 
ENGINEERING, Jan., 1922, p. 7-8. 

STATEMENTS 
Financial 

Levie, W. E. Statements of Affairs. ACCOUNTANTS’ MAGAZINE, April, 1922, 
p. 219-31. 

Townsend, C. Published Accounts of Commercial Companies. ACCOUNT- 
ANT, April 15, 1922, p. 514-7. 

STEAMSHIP AGENTS 
Accounting 

Ruden, Louis H. Steamship-ticket and Money-forwarding Agents’ Ac- 

counts. JOURNAL oF AccounTANCY, May, 1922, p. 339-47. 
STOCK 
No Par Value 

Keister, Albert S. Recent Tendencies in Corporation Finance. JOURNAL OF 
Po.iticaL Economy, April, 1922, p. 257-73. 

STORES SYSTEMS AND STOCK RECORDS 

Whitten, H. J. Flexible Stock Control at Lower Cost. Factory, May, 
1922, p. 536-8, 552. 

TAXATION, UNITED STATES 


Income and Excess-profits 
Rossmoore, E. E. Federal Income Tax Problems, 1922. New York, Dodd, * 
Mead & Company, 1922. 541 p. 


United States. Treasury Department. Statistics of Income, Compiled from 
the Returns for 1919 under the Direction of the Commissioner of Internal 
Revenue. Washington, Government Printing Office, 1922. 131 p. 

TEXTILES 

United States. Tariff Commission. Tariff Information Surveys on the 
Articles in Paragraphs 262, 279, 284, 408 of the Tariff Act of ‘1913 and 
Related Articles in Other Paragraphs, Jute Cloths. Rev. ed. Washington, 
Government Printing Office, 1922. 82 p. 

Accounting 

Stevenson, C. R. Cost Accounting in the Textile Industry; with discussion. 
NATIONAL ASSOCIATION OF CoTron MANUFACTURERS, TRANSACTIONS, 
1919-1920, p. 191-211. 

Szepesi, Eugene. Cost Control and Accounting for Textile Mills. New 
York, Bragdon, Lord & Nagle Company, cl1922. 441 p. 

Cost Accounting 

Ribbon Manufacturers of the United States. Standard Ribbon Cost Calcu- 
lation Sheet. 354 Fourth avenue, New York, Ribbon Manufacturers of 
of the United States, Division E of the Silk Association of America. 1 p. 


WOOL AND WORSTED 


Cost Accounting 
Szepesi, Eugene. Can Cost Be Standardized in the Wool Manufacture? 
BULLETIN OF THE NATIONAL ASSOCIATION OF Woot MANUFACTURERS, 
July, 1921, p. 280-92. 
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‘A Walton Record 


in Accountancy Training 


One hundred and thirty-one Walton-trained men 
received the C. P. A. degree in examinations held 
in the three-year period from November, 1918, to 
November, 1921, inclusive. 


Other Walton Records 


Walton students won high honors in the May 1917, 1918, 1919, 
1920 and 1921 examinations of the American Institute of 
Accountants, a record unequaled by any other educational insti- 
tution. 


Walton students have won thirteen medals in I|linois bi-annual 
C, P. A. examinations since 1914. 


Walton Endorsements 


Walton Courses have been endorsed by adoption in schools of 
commerce of leading American universities and colleges. 


Walton Courses have received the endorsement of leading 
Certified Public Accountants throughout the country. 


*Further proofs of the success of Walton students in C. P. A. and American 
Institute Examinations, and in high executive positions gladly furnished 
upon request 


Day and Evening Classes and Correspondence Instruction 
also 
Summer Teachers’ College (Intensive Course) 


in 
Constructive Accounting Advanced Accounting 


Cost Accounting Income Tax Business Law 


For information relative to resident or correspondence instruction, write to 


WALTON 
COMMERCE 


James Aucust Carey, B. Sc. Harotp DupLey Greecey, C. P. A. 
Secretary Resident Manager 
306-326 Massasoit Bldg. 25-F West 43rd Street 
CHICAGO New 


When writing to advertisers kindly mention Taz Journat or ACCOUNTANCY 
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Specialized to YOUR TASK 


The “SWAN” Safety Posting Fountain Pen 
is designed to fulfil the ACCOUNTANT?S need in that—— 


It does not distract his attention from his work to the ink bottle. 

It is as convenient in use as is a PENCIL. 

It writes a fine even line that makes books look extremely neat. 

So accurately is the flow regulated that almost instant drying makes the use of a 


blotter unnecessary. 


It writes without pressure and can be used for long spells without tiring the hand. 
Ink cannot corrode the point. It, therefore, does not become scratchy and un- 


satisfactory. 


THE “SWAN” MUST PROVE ITS MERIT 


Our $3.75 Safety Posting Pen, Self-filling with Pocket Clip, is just the thing for the accountant out on audits. 
Send for it with a money-back guarantee if, after 10 days trial, it should not prove satisfactory. 


vox =MABIE, TODD & 


A Real Necessity to All 
Accountants and Auditors 


THE 
AJAX EYELET FASTENER 


For Binding Valuable Statements, Vouch- 
ers, Legal Papers, etc., it is especially 
recommended. Its use assures Security 
and Permanence and is an Insurance 
Against Substitution and Loss 


Handles 
Three Sizes 
of Ajax 
Eyelets 
without any 
Adjustment 


THE AJAX 
is automatic— 
always ready 
for immediate 
use. With one 
stroke of the lever it punches the hole, inserts 
and clinches the eyelets in one operation. 
Order from your stationer or direct. 
Write for our catalogue of office tools 
MACHINE APPLIANCE CORPORATION 
351-353 Jay Street Brooklyn, N. Y. 


C. P. A. COURSE AND THE 
POST-GRADUATE COURSE 


Our _ post-graduate coaching course has been de- 
signed to prepare candidates by quick intensive train- 
ing for the Examination. Now is an opportune time 
for those who wish to take the Institute Examination, 
and who feel the need of this work. This course takes 
up practically all the points that may come up on the 
Examination and shows the candidate how to get his 
answer on paper, how to cover the important points, 
within the time limit; it also helps him to interpret 
the problems correctly, a point on which so many good 
accountants are weak. 

For those not ready for the next Institute Exami- 
nation, our C. P. A. Course is recommended. No 
knowledge of bookkeeping is necessary, but a high 
school education, or at least a complete grammar 
school education, with business experience. is es- 
sential. We start a man at the beginning and carry 
him step by step through to his goal. 


Elective Courses: Accountancy, Auditing, 
Law, Costs, Bookkeeping, Junior and 
Senior Accountancy. 

These courses, as well as the C. P. A. Courses and 
the Post-Graduate Course are practically the same as 
those conducted so successfully for 9 years by R. J. 
Bennett, C. P. A.. in evening resident school. His C. 
P. A. Course was at that time accredited by the State 
Board of Pennsylvania. Write for catalog. 


BENNETT ACCOUNTANCY 
INSTITUTE 


1504 Locust Street, Philadelphia, Pa. 
Dept. HME 


When writing to advertisers kindly mention THe Journat or ACCOUNTANCY 
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Publications on Business 


Preparing to Meet Complex 
Accounting Situations 


HE ultimate measure of your ability 

as an accountant—whether the test be 
in business practice or before a board of 
examiners—is your ability to apply correctly 
to practical situations the principles of 
accounting theory. Here are two volumes 
that will help you develop that ability 
through the solution of actual problems 
such as you would encounter in C. P. A. 
examinations : 


Practical 
Accounting Problems 


Theory, Discussion, and Solutions 
Parts l and li 


By JosepH Esqguerré, C.P.A. 
Head of Post-Graduate School of Accountancy 


Each problem in this series is thoroughly dis- 
cussed; its theory is fully developed; points of 
business practice are considered; and the solution 
is worked out in detail, in Mr. Esquerré’s indi- 
vidual, helpful style. 


Part One contains twenty problems, some spe- 
cially designed for this work, others adapted from 
C.P.A. examinations. The subjects include rep- 
resentative balance-sheets, branch accounts, trus- 
tee operations, patent valuation, and amortization 
of bond premium. 1921 (3d ptg. 1922). 353 pages, 
84." x« 11". Flexible binding. $10.00. 


Part Two includes thirty problems, all adapted 
from New York State C.P.A. papers. Among the 
subjects covered are journalization, reconstitut- 
ing missing elements, investments, sinking — 
syndicates, brokerage, and mining operations. 1922 
350 pages, 842" x 11", Flexible binding. $10.00. 


We will gladly mail you either or both of these 
volumes postpaid for examination. Within five 
days of their receipt, you can remit the price as 
stated or return the books. If you prefer, you 
may send us $5 at that time and $5 a month until 
full payment has been made. Use the coupon 


below. 
The Ronald Pzess Company 
20 Vesey St. Publishers New York 


Bookstores - or by Mail 
The Ronald Press Co., 20 Vesey Street, New York 


Please send me postpaid for examination Es- 
querré’s “Practical Accounting Problems,” 
Part One and Part Two. (Cross out either 
volume if not wanted.) Within five days of their 
receipt, I will remit payment at the rate of $10.00 
for each volume retained, or return them to you. 
(Orders from outside the territorial limits of the 
United States must be accompanied by remit- 


tance in full, which will be refunded if the books 
are returned.) 


(532) 
Business Connection. 
If you wish to take adt ‘antage of our instalment 


offer, check here and remit accordingly. | 
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1922 1922 


Federal Income Tax Laws 


Correlated and Annotated by 
WALTER E, BARTON CARROLL W. BROWNING 
Federal Tax Consultant Senior Cost Acct., U. 8. Navy Dept. 
Members of the Bar of the District of Columbia 


474 pp.; price $10.30 delivered 


This work contains all FEDERAL INCOME 
TAX LAWS from 1861 to 1921 inclusive, with 
digest of federal court decisions. The acts of 1909 to 
1921, inclusive, are correlated by the use of parallel 
columns, 


“It is especially shininiaaies to have the Federal 
Income Tax statutes compiled in this form.” 
—Bulletin of tne National Tax Association, 


“The careful indexing of the book is in keeping 
with the purpose of the authors to present the 
reader in one volume with a mass of material 
hitherto obtainable only by reference to many 
volumes. As a compilation and ‘source book’ it 
will be useful and valuable to accountants, lawyers 
and others interested in federal taxation.’ 

—Harvard Law Review. 


“T have found it most useful in tying up court 
decisions under the Acts of 1909 and 1918 with the 
later laws, through the easy comparison of the 
language of the several acts which your book af- 
fords.””—Harvey K. Zollinger, Tax Dept., Searle, 
Nicholson, Oakey and Lill, Auditors-Accountants- 
Engineers, New York City. 


John Byrne & Company, Publishers 
715 Fourteenth St. N. W. Washington, D. C. 


\ 


T costs the book publisher money to do 
you a service in making known to you in 
these pages what works are available that 


| may be of value to you. 


Quite properly he wants to confine his ad- 


vertising expenditures to publications that 


bring the greatest return in proportion to 
the cost—this aids you in that by good man- 
agement he is able to hold down the cost of 


books you need. 


You will assist him and serve yourself if 
you make it possible for him to gauge the 


value of THE JoURNAL oF ACCOUNTANCY. 
Send your order on the coupon he attaches 


to his advertisement or enclose that coupon 


your letter. 
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ACCOUNTANCY 


FACTORY OVERHEAD _ 
By FRANK E. WEBNER 


n exhaustive treatment of the 
A subject from many angles. A 
hand-book for accountants, cost 
engineers, works managers and stu- 
dents; highly suitable as a text in cost 
engineering courses, 600 pp., bound law book style, 
$3.40 post-paid. Special price to first five hundred pur- 


chasers. 


THE GORDON PRESS 
Oriental Building Washington, D. C. 


WANTED— Back Numbers of 


The Journal of Accountancy 


February, 1906 September, 1919 
May, 1907 September, 1920 
August, 1910 January, 1921 
March, 1919 January, 1922 
For a limited number of the above copies, 
we will pay a price of 50 cents each, to enable 
a few of our subscribers to complete their 
sets for binding. 


The Journal of Accountancy, Inc. 
135 Cedar Street New York 


SIMPLIFIED 


TRUNKS 


For the Traveling Accountant, whether he be on 
business or pleasure bent, our Simplified Innova- 
tion Trunks go a long way toward making his 
journey a pleasant one. 

Our Trunks are constructed to last, and for your 
convenience we have made use of every possible 
space. 


Write for circular J-6 on our full line 
or call at our Home 


INGEN INCORPO 


329 FirtH Avenue, New Yore 


INTRODUCTION TO 
ACTUARIAL SCIENCE 


By H. A. FINNEY 


Published under the Endowment Fund of the 
American Institute of Accountants 


A WORK that every accountant and 
studentof accountancy should possess 
and study. 


BECAUSE of the desire of many ac- 
countants and students for informa- 
tion on this subject, Mr. Finney, editor 
of the Students’ Department of THE 
JOURNAL OF ACCOUNTANCY, has written 
this book consisting of 101 pages, 5x7 
inches, printed in large type and 
bound in cloth. 


THE TEXT of “Introduction to 
Actuarial Science” consists of articles 
which appeared in THE JOURNAL OF 
ACCOUNTANCY and solutions of all 
problems in actuarial science con- 
tained in the e-aminations of the 
American Institute of Accountants up 


to and including May, 1920. 
INTEREST, single investments, an- 


nuities, leasehold premiums, bonds 
and depreciation are discussed in a 
clear and concise manner. 


THIS WORK should appeal not only 


to the accountant but to many busi- 
ness men. 


Price $1.50 delivered in the 
United States of America 


AMERICAN INSTITUTE OF 
ACCOUNTANTS 


135,Cedar Street New York 


When writing to advertisers kindly mention THz JournaL oF ACCOUNTANCY 
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5x7 vl Nicolaus Petri, whose treatise 
and on book-keeping was published My. 
at Amsterdam in 1588 
n to 
He Closed His Ledger Every accountant and every purchasing agent 
P f ought to have reve Records 
OF \\V Accounting.” It’s free—ask your stationer for 
f all ith . wayee e raise a copy. If he cannot supply you, wrile us. 
Nicolaus Petri published a treatise on bookkeeping in 
con- Amsterdam in 1588, The satisfaction of this early authority 
’ the in the trial balance, just coming into use, is indicated by 
the line with which Petri closed his ledger: ““Thus is my 
its up book balanced and compared, wherefor to the Almighty and Ledgers 
eternal God be all praise, honour and glory. Amen.” Ledger Sheets 
To-day accounts are accurately kept, balances quickly Post Binders 
3. an- struck, with the aid of modern Loose Leaf Methods. Sheet Holders 
onds You will find in the National line of Loose Leaf Devices rae” 
and Supplies many ways to improve the work of your 
in a accounting department. Ask your stationer to show you, Caan - ne 
for instance, our Duplicate Monthly Statement System. 
With this system, the Ledger Sheets are combined in Memorandum Books 
onl the same binder, with duplicate Statement Blanks. At the Stud ’ -B 
: end of the month the original is mailed, leaving the carbon 
busi- asa record. Carbons of statements may later be filed in 
a transfer binder, and new blank statements inserted. 
The Right Book to Write In 
National 
Duplicate Statement 
Series No. 7121 
Loose Leaf and Bound Books 
York NATIONAL BLANK BOOK COMPANY 
107 RIVERSIDE, HOLYOKE, MASSACHUSETTS 
© 1922, National Blank Book Co. 
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Your Own Copy 


HE full value of the Journal of Accountancy 

cannot be realized by merely reading its 
editorial contents once, however carefully and 
studiously such reading may be done. 


Information stored away in one’s memory cells 
becomes with the passage of time an uncertain 
asset. That filed in one’s library is an asset of 
never-ceasin¢g value. 


The contents of the business text-book of a year 
or more hence is largely the same material as 
that which is being published from month to 
month in such periodicals as the Journal of 
Accountancy. 


Many of the readers of this magazine are not 
subscribers to it in their own names. They read 


the office copy,the library 
copy, the copy of some JournaL or Accountancy 
135 Cedar Street 
associate or acquaintance, New York 


etc. Gentlemen: 


If you are one of these, 
make sure that you will 
get the utmost value from 
your reading. 


Mail this 


coupon now ! 


Enclosed find $4.00 for which 
kindly place my name on your list for 
a year’s subscription to the JournaL 
or ACCOUNTANCY. 


City and State 


When writing to advertisers kindly mention THz JournaL or ACCOUNTANCY 
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Vil 


In the merchandising establishment, the 
factory, the hotel, restaurant, etc. 


WHERE NUMEROUS ITEMS ARE HANDLED 
Insure Against Pilfering 


b 
a Complete onl Practical 
CHECKING SYSTEM 
that gives 


A REAL CONTROL 


We have the facilities economically to supply checks and 
printed matter to the accountant’s specification and to 
supply standard equipment that may fit the need equally 
well with the advantages of immediate delivery and 
lower cost. 


We Make to Your Specification or Supply from Stock 


Hotel and Restaurant: Auditors’ report forms; checkers’ record 
sheets; checking stamp dies; cashiers’ record books and sheets; 
restaurant and cafeteria punch checks; stewards’ disbursement 
sheets, purchase journal sheets and stock and issue sheets; cigar 
control forms; portion sheets; telephone charge vouchers and 
traffic sheets; pay vouchers; dating stamps; index cards, etc. 


Write for detailed information to 
JOSEPH V. JORDAN, Jr., General Manager 


THE KUHN CHECKING SYSTEM 


154 to 160 West 14th Street, New York 


§ Chelsea 2029 
Telephones | Watkins 3336 


AMERICAN INSTITUTE OF 
ACCOUNTANTS 


ANNUAL MEETING 


The annual meeting of the American 
Institute of Accountants will take place 
Tuesday and Wednesday, September 19 
and 20, 1922. The regular meetings of 
Council will be held on the 18th and 21st. 


All meetings will take place at the 
Hotel Drake, Chicago, Illinois. 


Persons interested in accountancy are 
imvited to attend the open sessions of 
the general meetings on the 19th and 20th. 


Inquiries may be addressed to the 
chairman of the committee on meetings, 
Charles R. Whitworth, 10 south La Salle 
Street, Chicago, or to the offices of the 
Institute, 135 Cedar street, New York. 


| The first complete book on 


CONSOLIDATED 
STATEMENTS 


Written by 
H. A. FINNEY, C. P. A. 


Professor of Accounting 
at Northwestern University 


Shows clearly, step by step, the 
principles and procedure of draw- 
ing upa consolidated statement. 


Illustrates with actual examples 
how the proper deductions are 
made and how miscellaneous 
assets are handled. 


Thoroughly treats the profit and 
loss phase as well as balance sheet 
_ phase of consolidations. 


An aid to every accountant, cor- 
poration auditor, tax counsellor 
or official, and to students. 


| Off the press June 12. Price $4. Sent on examination 


PRENTICE-HALL, Inc. 
70 Fifth Ave. New York 


FREE EXAMINATION OFFER~—USE COUPON 


| 
| 


Prentice-Hatt Inc. 
70 Fifth Ave., New York 

Please send for FIVE DAYS’ FREE EX- 
AMINATION acopyof“CONSOLIDATED 
STATEMENTS” as soon as it comes off the 
press. 

Price, if I keep it, $4. Otherwise I may re- 
turn it without obligation. 
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In the Country’s Business Centers 


ACCOUNTANTS 


have become a numerous and influential class, 
whose engagements require a considerable 
amount of research and reference work 


THE GENERAL LIBRARY 


which aspires to be a real element in the professional and industrial 
progress of its city cannot afford to neglect literature that will cause 
the accountant’s mind to turn instinctively to his city’s general library 


THE JOURNAL OF ACCOUNTANCY 


SSS 


when confronted with reference work. 


No single volume that could be placed on the shelves would 
have so broad avalue to the accountantas The Accountants’ Index. 


This work, comprising 1578 pages of reference, embraces the 
157° pag 

great wealth of available accounting literature in the English language 

in print in 1912 and published since that date up to January 1, 1921. 


With this work, used in conjunction with the works on ac- 
counting subjects usually on hand in the well supplied general library 
and the photostat service afforded by the American Institute of 
Accountants (whereby reproductions of articles or pamphlets not 
generally distributed may be obtained at reasonable cost), the general 
library would be equipped to render a useful and attractive service 


to the large number of accountants in its city. 


The price of The Accountants’ Inaex delivered is $15.00. 


A special discount is made on library purchases. 


The Ainerican Institute of Accountants 
135 Cedar Street New York 
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THE JOURNAL OF ACCOUNTANCY 


American Institute of Accountants 


List of Officers, Members of Council and Committees—1921-22 


OFFICERS 
+ President Cant, MAG. 3334 Prospect Ave., Cleveland, Ohio 
Vice-Presidents Dy ov Montclair, New Jersey 
W. 120 Bruadway, New York 
Treasurer. J. 56 Pine Street, New York 
Secretary <a 135 Cedar Street. New York 
MEMBERS OF THE COUNCIL 
For Five Years:t For Three Years :* 
Walter Florida Overton S. Meldrum.............. Kentucky 
For Four Years: For Two Years:+ 
Waldron H. Rand........... Massachusetts W. Sanders Davies.............. New York 
William jeffers Wilson........ Pennsylvania 
For One Year: 
]. New York J. Edward Masters........... Massachusetts 
Eimer L Maryland James Matteson... Minnesota 
Clifford Delaware Robert H. Montgomery.......... New York 
Charles E. Mather... New Jersey 


t A vacancy exists in the membership of council for the five-year term. 
* Two vacancies exist in the membership of council for the three-year term. 
t A vacancy exists in the membership of council for the two-year term. 


Boarp OF EXAMINERS 
For Three Years: 


John B. Niven, chairman........ New Jersey . 

For Two Years: For One Year: 
Joun- California F. H. New York 
Charles E. Mather.............. New Jersey Ci New York 
Waldron H. Rand............ Massachusetts Arter: New York 
AUDITORS 


New York James F. Farrell................New York 
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American Institute of Accountants 


STANDING COMMITTEES 


Executive Committee 


The President, chairman........... Ohio 
W. Sanders Davies........... New York 
R. H. Montgomery...........New York 
John B. Niven...............New Jersey 


Committee on Professional Ethics: 


John F. Forbes, chairman. ....California 
J. D. M. Crockett..............Missouri 
F. H. Hurdman..............New York 


Arthur W. Teele.............New York 


Committee on Arbitration: 


W. P. Peter, chairman............ Texas 

A. H. Hammarstrom............. .lowa 

Herbert M. Temple........... Minnesota 
Committee on Budget and Finance: 

E. W. Sells, chairman. ......Connecticut 

...Maryland 

Committee on Constitution and By-lax's:+ 


tA vacancy exists in this committee. 


SPECIAL COMMITTEES 


Committee on Administration of Endowment: 


George O. May, chairman..... New York 
Rober? Douglas........... Massachusetts 
Illinois 
Connecticut 


Committee on Auditing Departments of Banks: 


C. R. Whitworth, chairman....... Illinois 


Committee on National Charter: 


Edward E. Gore, chairman....... Illinois 
Tennessee 
Pennsylvania 
Illinois 


Committee on Education: 
C. O. Wellington, chairman, Massachusetts 
ten New York 
Committee on Ethical Publicity: 
W. Sanders Davies, chairman. New York 
New York 


Committee on Federal Legislation: 
R. H. Montgomery, chairman. New York 


Archibald Bowman........... New York 

Committee on Meetings: 

C. R. Whitworth, chairman...... Illinois 

George W. Rossetter............. Illinois 


Committee on Nominations: 
Waldron H. Rand, chairman 


Massachusetts 
Committee on Publication: 
J. E. Sterrett, chairman....... New York 
Raymond Ives................New York 
Joseph M. Pugh........... Pennsylvania 
Committee on State Legislation: 
J. S. M. Goodloe, chairman. ...New York 


Committee ou Procedure: 
Henry B. Fernald, chairman. New Jersey 


Julius J. Anderson............ Minnesota 


Committee on Professional Advancement: 
Frederick A. Ross, chairman..New York 
Hamilton S. Corwin.......... New York 
C. Oliver Wellington. ..... Massachusetts 


Committee on Subsidiary Organizations: 


John F. Forbes, chairman..... California 

Frederick B. Cherrington.. Massachusetts 

Committee on Terminology: 

Walter Mucklow, chairman...... Florida 

“Edward H. Moeran..........-~ New York 

Wildaten. . New York 
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ANALYSIS PAPER 
Buff and White—Four grades— 


4 to 28 columns wide, in variety 
of styles, always carried in stock, 
padded or loose. 

Send for price list and samples. 
L. H. Biglow & Company, Inc. 


24 BEAVER STREET 
NEW YORK 


SEND FOR THIS CATALOG 


KADILLAC LINE OF LEDGERS - POST BINDERS - 
RING BINDERS AND LOOSE -LEAF SUPPLIES 


A 100-page catalog describing our loose- 
leaf lines from A to Z. A catalog that 
should be in the hands of every ac- 
countant. Send for it today. No obligation 
incurred whatsoever. 


“Amervea’ 8 Largest Office Outfitters” 


GREGORY MAYER & THOM (0. 


Cadillac Square, Detroit 


always a user 


Patented—Improved 
Single pen with set of “ee . $1.00 
Lots of one dozen . . 
Special price to dealers 
Sent prepaid upon receipt of price 


Chas. G. Harris Ticking Pen Co. 


916 Inter-Southern Building LOUISVILLE, KY. 


| Flint Lansing 
| 
CHECKING QUALITY PORTFOLIOS 
PEN At Exceptional Prices 
A Definite Check We offer Style No. 1000 C. P. A., size 17 
A Check that Informs by 12 in., made of heavy cowhide with three 
A Once a user— 


wide pockets and small pocket for pencils 
and memoranda at $12.50 each. This 
bag has heavy straps all around, attached to 
sliding, adjustable handle and solid brass 
plate with turnbuckle loop for padlock. 


A. H. MICHAELS 
31 Beaver St. New York 


BACK NUMBERS WANTED 


The Journal of Accountancy, In- 
corporated, is receiving a great 
many requests for numbers of THE 
JouRNAL oF AccouNTANCY which 
are out of print. The demand is for 
individual issues and also for com- 
plete volumes from the first issue 
onward. In almost every year there 
are some numbers which are difficult 
to obtain and are consequently in 
demand. 

For such numbers as are required, 
the publishers will be glad to pay a 
fair price. 

Readers having duplicate copies 
of old numbers of THE JoURNAL OF 
ACCOUNTANCY are requested to 
communicate with the publishers, 
specifying the issues available, their 
condition and price wanted. 


THE JOURNAL OF ACCOUNTANCY 
135 CEDAR STREET New York, N. Y. 


The {loyd-Ihomas Co. 


RECOGNIZED AUTHORITIES ON PHYSICAL VALUES 


APPRAISERS—ENGINEERS 


CERTIFIED APPRAISALS 
INDUSTRIAL PROPERTIES 


for 
Mergers Bond Issues 
Cost Systems Credit Extensions 
Insurance _ Income Tax 
Accounting _Liquidation 
SPECIAL STAFF FOR QUICK 
FINANCIAL VALUATIONS OF 
LARGE PROPERTIES 


CHRONOMETRIC VALUATIONS 
FOR FEDERAL TAX PURPOSES 


EXECUTIVE OFFICES 


EASTERN WESTERN 
75 FULTON ST. 1124-1128 WILSON AVE. 
NEw YORK CITY CHICAGO, ILL. 


BRANCHES IN PRINCIPAL CITIES 
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Cut the Cost Why Pay More 
Columnar Analysis Pads 


LOWEST PRICES 
MOST COMPLETE LINE MADE—ALL SIZES AND COLUMNS 
Pad Price 
No. Sheets Ruling Size Per Pad 
¥2 50 2 Columns 84x14 -20 
3 Columns* 8$x14 .20 
4 Columns* 84x14 .20 
> 5 Columns 84x14 -20 
6 Columns 8ex14 -20 
7 Columnst 83x14 .20 
10 Columns” 14 x 8% -20 
Vil 11 Columns* 17 x14 40 
Yiz 13 Columns* 17 xii 30 
rie ie Celumnst “30 CENTURY Portfolios are equipment of distinction—known 
vis “ 18 yt 25 60 and appreciated for their of material, superb 
x13 workmanship and efficient design. the 
¥21 -60 CENTURY “DE LUXE” PORTFOLIO (Illustrated) 
¥a5 25 Columns 34 x14 -80 will embodies a Port- H 
wi folio. Made of heavy Englis ridle leather. Black, Russet, 
With Name 5 gan Ye Without Name Space ot Cordovan. Solid shawl straps and adjustable handle. 
Di 50 Pads 5% off Three or four wide pockets, and small pocket, 5” x 9", with 
iscounts - } 100 Pads—10« ff flap closed by snap buttons, for memo books, pencils, etc. 
ads— oo Hand-made gold finished staple and hooks for padlock. 
All goods shipped F.O.B. New York City Strong suspending lock with key. 
Style and Size 
507—17 114" 1 1 
. ae ‘ Sent prepaid anywhere in the upon receipt of price. 
HANO -WEINKRANTZ Co.., INC. Money immediately refunded if not satisfactory in every 
respect. 
133 Mulberry St... New 7 ork CENTURY Portfolios, Brief Cases and Secretary Cases— 
al < - some priced as low as $3—described in our Catalog “JJ. 
ItWill Pay YOU to Remember US Sent on tequest. | ee CRAFTS COMPANY 
Unless otherwise spec ified we ship c.0.D. 350 Broadway New York City i 
of the 


American Institute of Accountants 


‘Contains 


Report of Proceedings at Annual Meeting, September, 1921. 
Lists of Members and Associates. Reports of Officers and 
Committees. Constitution and By-Laws and Rules of Profes- 
sional Conduct. Personnel of all State Boards of Accountancy. 


This 168-page volume, substantially bound, is now on sale 
at $17.65, delivered in the United States and Canada 


American Institute of Accountants 
135 Cedar Street New York 
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Ward Quality 
Columnar Books 


ALWAYS IN STOCK 


We havea large assortment of Columnar 
Books in various sizes and combinations 
from 2 to 24 columns designed to meet 
every requirement of the Accountant. 
We are well equipped to furnish spec- 
ially ruled and printed Blank Books and 
Loose Leaf Sheets and Binders suited 
to your particular needs. 


Allsteel 


Filing Equipment carried in stock 


JOHN WARD & SON 


Stationers and Printers 


115 Cedar Street 112 Liberty Street 
New York 


CLASSIFIED 
cADVERTISING 


For the employer seeking associates or 
assistants and the man or woman, versed 
in accountancy, seeking employment, 
CLASSIFIED ADVERTISING in THE JoURNAL 
or ACCOUNTANCY has proved an effective 
means of bringing the “want” to the 
attention of those most interested. 


It carries the message to accountants, 
students in accounting schools and persons 
engaged in vocations in which accounting 
knowledge is an essential factor. 


The rates for classified advertising are 
$9 an inch or fraction for one insertion 
and $7 an inch or fraction for each repeat 
insertion, payable in advance. 


To appear in a particular issue the 
advertisement must be received by the 
twentieth of the month preceding such 
issue. For example, an advertisement to 
appear in the July issue must be at the 
office of THE JouRNAL oF ACCOUNTANCY, 
135 Cedar St., New York, by June 20th. 


Send for 
FREE SAMPLES 


Write for full-length free 
samples of Dixon's 
Eldorado and full-length 
free samples of Dixon’s 
“BEST” Colored Pencils. 
Both are supreme in their 
field 


Made in 17 leads 
FOR ALL 
PENCIL 
WORK, 


Use a 2H Eldorado for 
sub-totaling. Its clear, 
sharp lines will save you 
precious minutes, both when 
the additions are made and 
later when you consult them 
for reference. 


JOSEPH DIXON CRUCIBLE CO. 
Pexcu. Derr. 117-J, Jersey Crry, N. J. 


Canadian Distributors: 
A. R. MacDougall & Co., Ltd., Toronto 
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3 and 4 Pockets. Size 15 and 16 inch. Patented adjustable Catalog cases made of smooth finish cow-hide leather. 2 large 
handle and lock or adjustable plate with Yale padlock. Smooth and 2 small pockets. Size 15 to 18 inch, Other styles, sizes 
finish cow-hide leather, also seal, walrus and pig skin. and pocket arrangements. 


Ask your dealer for Frank Mashek’s case—the kind you need for your purpose. 
He should serve you. If not, write to us and we will quote on your requirements. 


FRANK MASHEK & CO. 


1914-16 Milwaukee Ave. Chicago, Ill. 
Manufacturers of Brief Cases, Portfolios, We guarantee all our cases as to 
Catalog Cases, Wallets workmanship and material 


BOUND VOLUMES 
of 
THE JOURNAL OF ACCOUNTANCY 
VOLUME 
JANUARY, 1922 - JUNE, 1922 i 


WILL BE ON SALE AT $4.00 AVOLUME. THE QUANTITY WILL BE LIMITED. f 


TO AVOID DISAPPOINTMENT ORDERS SHOULD 
BE SENT AT ONCE. 


THE JOURNAL OF ACCOUNTANCY, INCORPORATED 
135 CEDAR STREET, NEW YORK i 
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Classified Advertisements 


Copy for classified advertising must be in hand at the office of the Journal of Accountancy _ to the twentieth day of the month 
preceding month of publication. Rates are $9 an inch or fraction for one insertion; $7 an inc 


or fraction each additional insertion 


SITUATIONS WANTED 


SIPUATIONS WANTED 


Accountancy  part- 
Executive Accountant position 
as chief accounting executive for large corporation. 
Cc. P. A.; member of American Institute of Accountants; 
several years’ experience as senior supervising account- 
ant; American; Christian; age 35. 

Box 322 c/o The Journal of Accountancy. 


C. P. A. (Washington) 


desires greater opportunity. Substantial professional 
training and experience. Capacity to conduct account- 
ing or income-tax cases unaided or to supervise the 
work.of others. Will consider engagement in public prac- 
tice or with private concern. References assured upon 
interested inquiry. 

Box 826 c/o The Journal of Accountancy. 


Graduate of recog- 
Accountant - Auditor accountancy 
course, with three years’ experience as senior accountant 
with a firm of public accountants, desires position with 
a firm of certified public accountants in a similar capacity 
or with a progressive mercantile concern as accountant or 
auditor. No objection to traveling, age 26. Single. 
Box 820 c/o The Journal of Accountancy. 


= Certified Public Accountant 


American Institute examination, desires change. Now em- 
ployed by one of the larger firms of public accountants; 
thirty-five years old. Walton gold medal holder. Five 
years’ experience. Two as internal revenue agent. Good 
address and personality. Either public or private work 
acceptable. 

Address, H. R. R., c/o The Journal of Accountancy. 


Controller - Executive - Senior Acct. 


Several years’ extensive professional experience as senior 
with leading New York C. P, A. firm, competent super- 
visor, Also private experience in positions up to general 
auditor and manager of large industrial organizations. 
Wish permanent connection with firm of progressive ac- 
countants, or as controller, auditor, treasurer, etc. Ameri- 
can by birth, Christian, single, energetic, pleasing person- 
ality. Willing to travel or to locate away from New York. 

Box 817 c/o The Journal of Accountancy. 


Certified Public Accountant 


Graduate La Salle higher accountancy, now studying 
C. P. A. coaching and Walton 1922 income tax, desires 
position with firm of C. P. A. on or after August Ist. 
Position must offer experience necessary to qualify for 
examinations and opportunity for future advancement. 
Two years’ experience in corporate accounts, financial 
Statements, etc., now employed by corporation in charge 
of office and accounts. Excellent character, pleasing per- 
sonality, age 22, married, references. 

Box 325 c/o The Journal of Accountancy. 


Certified Public Accountant 


Desires connection with well established firm of account- 
ants, as branch manager; location, Chicago, Cleveland, 
Pittsburgh, Philadelphia, Baltimore or Washington, D. C. 
Well acquainted with manufacturers, bankers and brokers 
in all of the above cities. Member of Institute, National 
Association of Cost Accountants, and twenty years’ prac- 
tical experience in public practice, including government 
accounting, cost accounting, production engineering and 
systematizing. American by birth; Christian. Salary and 
commission, or might consider partnership. 

Box 323 c/o The Journal of Accountancy. 


HELP WANTED 

4 Wanted, an experienced account- 
Systematizer ant who is thoroughly capable of 
making surveys, devising and installing systems. Address, 
A. Lee Rawlings & Company, Certified Public Account- 
ants, Norfolk, Va. 


MISCELLANEOUS 


4 and men of proven ability seeking posi- 
Executives tions find our service extremely satis- 
factory. Our Mr. H. H. Harrison can confidentially 
negotiate for you suitable connections as he has done for 
thousands of others since 1909. Inquiries invited. The 
National Business Bourse, Inc., Association Building, 
Chicago. 


Established Practice 


of certified public accountants in middle West may be 
secured on attractive terms by responsible parties 
Box 328 c/o The Journal of Accountancy. 


Certified public accountant of New 


Partnership York, with many years of profes- 
sional experience, in practice on own account for past 
seven years, would like to associate with high-grade ac- 
countant having an established practice for purposes of 
expansion. Box 824 c/o The Journal of Accountancy. 


Certified Public Accountant 


(California) with established practice desires to hear from 
accounting firm wishing representation on Pacific coast, 
either in the way of correspondence or direct affiliation. 

Box 827 c/o The Journal of Accountancy. 


Chartered Accountant, Member of 
Institate 


will invest in established accounting firm, eastern states, 
or would take charge branch office with partnership in 
view. Extensive experience. Age 40. 


Box 321 c/o The Journal of Accountancy. 


Analysis Paper PRICES REDUCED 


Quotations and samples on application 


THE HENRY O. SHEPARD COMPANY 
632 Sherman Street Chicago, Illinois 
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| A Staff instruction Book 


| 


TC AUDIT” is wot a text 
book for students of accounting. It 
is a book of instructions for use as 
a guide to staff auditors. 


It was written by the principals of 
a well-knc. a firm of auditors and 
public accountants who wished to 
make sure that every job would be 
handled as well as though they were 
supervising it in person. 


A great many firms of accountants 
have already placed a copy in the 
hands of each of their staff members. 


The price is $2.10. Discounts in 
quantities. 


Tue McArop te Press, INc. 
705 Third Ave., New York City 


BINDING 


THE JOURNAL OF ACCOUNTANCY 

Subscribers of THE JOURNAL OF 
ACCOUNTANCY who have their mag- 
azines bound for permanent refer- 
ence may find it an economy or a 
convenience to avail themselves of 
the binding service conducted by the 
Publisher. 

The work is done in tan buckram 
with title, dates and volume number 
stamped on red leather on the 
backbone. 

When the magazines constituting 
the volume are supplied by the sub- 
scriber the binding charge is $2. 

Missing numbers, with the excep- 
tion of a fewrare issues, will be sup- 
plied, if obtainable, at 50 cents each. 

Binding orders and the magazines 
to be bound should be mailed or 
delivered to 
THE JOURNAL OF ACCOUNTANCY 


INCORPORATED 
135 CEDAR STREET New YORK 


DUTIES OF THE JUNIOR 
ACCOUNTANT 


BY W. B. REYNOLDS «no F. W. THORNTON 


7 * 5 inches; 107 pages. 


PUBLISHED UNDER THE ENDOWMENT FUND 
OF THE AMERICAN INSTITUTE OF ACCOUNTANTS 


Now obtainable in 
FLEXIBLE BINDING 


This work tells what is expected of 
the beginner and of the more expe- 
rienced junior accountant. It is an 
aid to learning what to do and how 
to do it. 


A fund of advice and suggestion is 
afforded the reader on: 


Keeping auditor’s records. 

Beginning work on assignments. 

Verification of bank balances, cash 
on hand, etc. 

Checking footings. 

Vouching entries. 

Checking accounts carried in foreign 
currency. 

Verification of securities. 

Taking trial balances. 

Vouching capital assets and addi- 
tions thereto. 

Liabilities not taken up. 

Exhibits. 

Conduct in clients’ offices. 

Utilizing waiting time. 

Care of papers. 


‘Care of clients’ books and records. 


Matter to be included in reports. 


First published in book form in Feb- 
ruary, 1918, this book’s popularity 
has been consistently maintained. It 
is now in the fourth printing. 

For the convenience of those who wish to carry 


the volume about with them, a limited number 
has been bound in flexible leather. 


In genuineleather . . . . . $1.50 
Price { In imitation leather ae 
In cloth board binding . a 


THE AMERICAN INSTITUTE OF 


ACCOUNTANTS 
135 CEDAR STREET New YorK 
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Ask Any Vannais-Trained 


| \ ou are seeking an accountancy training. Whose opinion 


of the school you are investigating will best aid you in 
making your decision ? 


Men who inquire aboiy Nannais Training are asked to seek 
the opinions of Vannais graduates. This Instizute firmly 
believes that the best judges of Vannais Training are the 
men who have taken the training themselves, and as a 
result have won their C, P. A. degree. 


The eighty-nine Vannais-Trained accountants who won 
i their C. P. A. degree in the three-year period ending 
November, 1921, will gladly give you their opinions. 
These men passed the highest official test that can be given 
an accountant—and what they have to say about Vannais 
Training will interest you. 


Vannais Training achieves results because it gives you 
individual instruction, arranged exclusively for correspon- 
dence study. You are taught accountancy in its various 
phases in an interrelated manner, and also taught the 
direct influence that each phase has on the others. You 
are furnished authoritative reference manuals by Esquerré, 


Montgomery, Crane, Nicholson-Rohrbach and Conyng- 


ton. 


Investigate Vannais Training. Write for your copy of 
“Applied Accountancy,” ad let us provide you with the 
opinions of men who can lelp you make your decision. 
Submit a brief statement of your experience and aim, with 
your inquiry. 


A knowledge of double-entry bookkeeping 
is necessary for enrollment. 


_ The Vannais Accounting Institute, Inc. 
30 Asylum Street, Hartford, Connecticut 


150 Nassau Street 543 Call Building 
New Yerk San Francisco 
; 5 South Wabash Avenue 237 Plymouth Building 
Chicago Minneapolis 


Address Your Inquiry to Hartford Office, Section “A” 
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Pace Institute pre- 


pares men and women, 


by means of distinctive 
courses in Accountancy 


and Business Administration, for the pro- 
fessional practice of Accountancy and for 
executive positions in Business. 


Resident Day and Evening Classes in Accountancy and 
Business Administration are constantly available at 
Pace Institute, New York, Boston, Washington, and 
Newark. A new Resident Day Class, with many dis- 
tinctive features, will be organized at Pace institute, 
New York, on July 6. Write for the new Day-School 
Bulletin. 
Extension Study—One Month’s Trial $7 


Pace Courses are also offered by Extension through the mails, 
You may enroll in Extension for one month’s trial instruction for 
$7-no obligation whatever to continue. Write now for details of 
this $7 trial offer. Ask too for a complimentary copy of the helpful 
booklet, “Making Ready.” 


Pace & Pace 
30 Church Street, New York City 


715 G St., N.W. Tremont Temple 24 William St, 
Washington, D. C. Boston, Mass. Newark, N. J. 


From the shop of Witttam Epwin R unce, New York City 
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